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The  May  Department  Stores  Company  is  one  of  the  country’s  leading  department 
store  companies,  operating  369  quality  department  stores  at  year  end  through  eight 
regional  divisions.  Each  division  holds  a  leading  position  in  its  region. 


Market 

Information 


1997 


Lord  &  Taylor 

26  markets,  including  New  York  City, 
Chicago,  Boston,  Washington,  D.C.,  Detroit, 
Dallas/Fort  Worth,  Atlanta,  and  Miami. 


Hecht’s  and  Strawbridge’s 

1 8  markets,  including  Washington,  D.C.,  Philadelphia 
(Strawbridge’s),  Baltimore,  Norfolk,  and  Richmond. 


Foley’s 

17  markets,  including  Houston,  Dallas/Fort  Worth, 
iio,  and  Oklahoma  City. 
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ling  Los  Angeles,  San  Diego, 
im,  Phoenix,  and  San  Bernardino. 


Kaufmarih’s 

20  markets,  including  Pittsburgh,  Cleveland,  Buffalo, 
Rochester,  Akron,  and  Syracuse. 


Filene’s 

1 3  markets,  including  Boston,  Stamford,  Hartford, 
Providence,  R.I.,  and  Albany. 


Famous-Barr  and  L.S.  Ayres 
1 5  markets,  including  St.  Louis,  Indianapolis 
(L.S.  Ayres),  Fort  Wayne,  and  South  Bend. 


Meier  &  Frank 

Four  markets:  Portland/Vancouver,  Salem, 
Eugene,  and  Medford. 

The  May  Department  Stores  Company 


8  S  0.4  billion 


The  May  Department  Stores  Company  Financial  Highlights 


Dollars  in  millions,  except  per  share 
(continuing  operations) 


Fiscal  Fiscal 

1 997  1 996  Increase 


Net  retail  sales 
Net  earnings 
Earnings  per  share 

Year-end  dividend  rate  per  common  share 
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Return  on  net  assets 
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Letter  to  Shareowners 


1 997  was  our  23rd  consecutive  year  of  record  sales 
and  earnings  per  share.  This  record,  one  achieved 
by  few  retailers,  is  the  result  of  the  efforts  of  May’s 
talented  and  committed  organization. 

Earnings  per  share  increased  1 0.3%  in  1 997,  to  a 
record  $3.1 1 ,  compared  with  $2.82  in  1996.  Net 
earnings  reached  $779  million,  versus  $749  million  a 
year  ago.  Sales  for  the  year  climbed  7.0%  to  a  record 
$1 2.4  billion  from  $1 1 .5  billion  in  1996.  Comparable- 
store  sales  were  up  3.6%.  We  achieved  a  21 .2%  return 
on  equity,  which  continues  to  place  May  in  the  top 
quartile  of  the  retail  industry. 

Cash  flow  increased  to  $1.2  billion  in  1997.  At  9.4% 
of  revenues,  this  is  one  of  the  highest  ratios  in  retailing. 
It  gives  May  considerable  flexibility  to  make  investments 
benefiting  shareowners. 

On  February  12,  1998, 
the  board  of  directors 
approved  a  $650  million 
stock  repurchase  program. 
This  is  in  addition  to  the 
$900  million  in  stock  repur¬ 
chases  we  completed  in 
1996  and  1997.  These 
programs  increase  earnings 
per  share  and  return  on 
equity  —  key  measures  of  an  investment’s  performance. 
They  are  an  alternative  way  of  delivering  shareowner 
value  in  the  absence  of  attractive  opportunities  for 
physical  growth. 

The  board  also  increased  May’s  annual  dividend  5.8%, 
to  $1 .27  per  share.  This  increase  was  payable  March  1 5, 
1 998,  to  shareowners  of  record  as  of  March  1 .  It  is  our 
24th  dividend  increase  in  23  years. 

Profitable  growth,  May's  top  priority,  is  a  challenge  in 
today’s  competitive  environment.  We  pursue  store-for- 
store  sales  growth  through  a  number  of  key  business 
strategies. 

May  is  committed  to  offering  compelling  assortments 
of  merchandise.  Today’s  customers  are  pressed  for 
time.  They  expect  our  stores  to  carry  the  right  sizes, 
colors,  and  style  choices.  This  requires  experience, 
attention  to  detail,  and  a  passion  for  the  business  as 
well  as  knowing  where  and  in  what  proportions  to 
invest  inventory  dollars.  May  puts  a  high  value  on 
developing  these  qualities  in  our  merchants. 


Assortments  must  evolve  with  changing  customer 
wants  and  desires.  New  ideas  are  the  lifeblood  of 
retailing.  May  Merchandising,  working  closely  with 
our  store  divisions,  provides  May  with  a  keen  ability 
to  identify  and  to  follow  through  on  emerging  trends, 
ideas,  and  items  from  existing  and  new  vendors.  May 
is  also  committed  to  developing  new  businesses  that 
customers  demand.  We  entered  the  children's  shoe 
business  in  1 997  in  response  to  customer  feedback. 
By  fall  1 998,  200  of  our  stores  will  offer  a  full  assort¬ 
ment  of  children’s  shoes. 

May  strives  to  be  a  destination  store  for  gifts.  We 
view  gifts  as  a  growth  business.  We  have  focused 
on  improving  our  year-round  gift-giving  business  and 
strengthening  Valentine’s  Day,  Easter,  Mother’s  Day, 
Father’s  Day,  graduation,  back-to-school,  Halloween, 
Thanksgiving,  and  Christmas  presentations.  This 
focus  contributed  a  lot  to  our  successful  fourth 
quarter  in  1 997. 

In  addition,  May’s  bridal  registry  achieved  an  impres¬ 
sive  gain  in  registrations.  We  attribute  the  increase  to 
an  improved  registration  process  and  to  our  nation¬ 
wide  electronic  bridal  registry  system. 

May's  vendor  structure  is  a  powerful  asset.  We  work 
with  1 ,500  vendors,  each  of  them  carefully  selected 
and  nurtured.  We  attribute  our  23  record  years,  to 
an  important  degree,  to  the  talent,  creativity,  and 
entrepreneurship  resident  within  these  vendor  organi¬ 
zations  and  to  the  terrific  partnership  we  have  with 
each  of  them. 

We  work  to  make  our  stores  fun,  exciting,  and  ener¬ 
gizing.  During  1997,  we  invested  $160  million  to 
remodel  26  stores,  1 1  of  which  were  expanded.  In 
the  fourth  quarter,  we  partnered  with  Disney  on  a 
very  successful  “Snuggle  Up  with  Pooh  and  Mickey” 
store  promotion.  More  than  3  million  customers 
entered  drawings  and  nine  families  won  vacations  to 
England  to  visit  Pooh’s  home  in  Hundred  Acre  Wood. 

We  also  stepped  up  cooperative  efforts  with  major 
vendors  such  as  Estee  Lauder,  Liz  Claiborne,  Jones 
New  York,  Dockers,  Tommy  Hilfiger,  Polo,  Calvin 
Klein,  Nine  West,  Nautica,  and  many  others  to  incor¬ 
porate  their  successfully  marketed  lifestyle  images 
into  our  store  presentations. 

We  are  committed  to  treating  the  customer  right.  We 
retooled  and  energized  our  customer  service  efforts 
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by  listening  to  the  customer.  Customers  gave  us 
improved  service  ratings,  a  continuing  trend.  We  are 
especially  pleased  with  the  improvement  our  associ¬ 
ates  have  achieved  in  our  larger  stores. 

Speed  and  agility  are  at  the  core  of  May's  business 
strategy.  May  executives  are  empowered  to  take  action 
and  get  results,  with  many  opportunities  shared,  com¬ 
municated,  and  acted  upon  immediately  through  our 
frequent  teleconferences.  We  apply  these  characteris¬ 
tics  to  our  private  label  business  as  well,  leveraging 
key  supplier  relationships  to  help  respond  quickly  to 
emerging  trends. 

During  1 997,  May  opened  1 1  new  stores,  bringing  our 
total  to  369  stores  at  fiscal  year-end.  Our  goal  is  to 
open  20  new  stores  annually  over  the  next  five  years. 

In  1 998,  we  plan  to  expand  seven  locations  in  addition 
to  opening  20  new  stores. 

In  1 997,  we  continued  our  support  of  the  communities 
where  we  have  stores.  Donations  from  May  and  our 
associates  totaled  $14  million  in  1997,  benefiting  more 
^  than  2,000  nonprofit  organizations.  May  associ¬ 
ates  contributed  $5.5  million:  $4.9  million  to 
the  United  Way  and  another  $600,000  to  organi¬ 
zations  that  received  dollar-for-dollar  matches 
through  the  May  Matching  Gift  Program.  The 
balance  of  our  contributions  were  gifts  and 
grants  from  The  May  Department  Stores 
Company  Foundation. 

During  1997,  Richard  L.  Battram,  executive  vice 
chairman,  retired  from  the  company.  Mr.  Battram 
made  a  significant  contribution  to  the  company’s 
success  during  his  25  years  with  May  and  his 
1 3  years  as  a  member  of  the  board  of  directors. 

Also  in  1997,  the  board  of  directors  elected 
John  L.  Dunham,  executive  vice  president  and 
chief  financial  officer,  and  R.  Dean  Wolfe,  execu¬ 
tive  vice  president  of  acquisitions  and  real  estate, 
to  serve  as  directors.  Mr.  Dunham  and  Mr.  Wolfe 
are  very  experienced  executives.  The  corporation 
will  benefit  from  their  board  memberships. 

Also,  William  P.  McNamara  was  promoted  to 
president  of  May  Merchandising  Company. 
Anthony  J.  Torcasio,  vice  chairman  and  a  director 
of  the  corporation,  continues  as  chief  executive 
officer  of  May  Merchandising.  Mr.  Torcasio  and 
Mr.  McNamara  are  outstanding  merchants  who 
will  ensure  that  May  Merchandising  continues  to 
play  an  increasingly  important  role  in  the  company. 


Looking  ahead,  we  announced  that  Eugene  S.  Kahn 
will  assume  the  position  of  president  and  chief  exec¬ 
utive  officer  of  the  company  on  May  1 ,  succeeding 
David  C.  Farrell,  who  is  retiring.  Jerome  T.  Loeb  will 
become  chairman  of  the  board. 

Andrall  E.  Pearson  will  retire  from  May’s  board  of 
directors  in  May.  Mr.  Pearson  has  served  on  May’s 
board  for  1 6  years.  He  has  been  finance  committee 
chairman  for  1 5  years  and  has  provided  wise  counsel. 
We  thank  him  for  his  many  contributions. 

May  enters  1998  well-positioned  to  deliver  another 
year  of  progress  toward  our  mission  of  Excellence  in 
Retailing.  Our  stores  are  leaders  in  their  markets;  the 
company’s  financial  position  has  never  been  stronger; 
and  we  are  privileged  to  have  a  very  talented  and 
committed  organization. 

We  offer  our  deepest  appreciation  to  our  customers, 
shareowners,  directors,  and  suppliers  for  their 
support.  Above  all,  we  salute  all  of  our  associates 
whose  dedication  to  our  customers  and  to  May’s 
continued  success  helped  deliver  our  23rd  consecutive 
record  year. 


David  C.  Farrell 
Chairman  and 
Chief  Executive  Officer 
March  31,  1998 


Jerome  T.  Loeb 
President 


A  personal  note:  I  have  enjoyed  every  minute  of  my 
42  years  with  May.  I  have  had  the  privilege  of  working 
with  many  of  the  best  talents  in  retailing.  I  want  to 
thank  all  my  associates  —  particularly  those  pictured  in 
this  year’s  annual  report  —  for  their  support,  dedication, 
and  effort.  I  am  very  pleased  to  see  Gene  Kahn  and 
Jerry  Loeb  assume  the  leadership  at  May.  They  are 
accomplished  executives  who  understand  May.  I  look 
forward  to  the  company’s  continued  success. 

David  C.  Farrell 
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Providing  Compelling  Assortments 


We  continued  to  build  our  leadership  position  in  key  brands.  We  expanded  Lauren, 
which  led  a  reinvigorated  misses’  sportswear  and  casual  clothing  business.  Other 
important  growth  vendors  in  misses’  included  Jones  New  York,  Liz  Claiborne,  Alfred 
Dunner,  and  Chaus.  Customers  were  also  excited  about  the  expanded  selections 
we  offered  in  special  sizes. 

We  stepped  up  our  position  in  Tommy  Hilfiger  across  all  areas,  with  particular  suc¬ 
cess  in  Tommy  Jeans  and  Hilfiger  for  boys,  and  with  the  fragrances  Tommy  Girl  and 
Hilfiger  Athletics.  Expanded  assortments  in  Polo  Sport  and  Polo  Jeans  also  proved 
popular  with  women,  men,  and  young  customers. 

Color  and  texture  gave  our  stores  a  fresh,  inviting  look  in  1997.  Customers  responded 
to  the  touch  and  feel  of  chenille,  cashmere,  suede,  silk,  and  leather  across  all  apparel 
classifications.  These  assortments  were  accentuated  with  woven  handbags,  shoes, 
and  belts. 

May's  ability  to  identify  new  trends  for  young  customers  was  especially  gratifying. 
Fashion-forward  platform  shoes  and  high-wall  sneakers  from  Unlisted,  Candies, 

9&Co.,  and  other  updated  suppliers  outpaced  overall  sales  in  women’s  shoes.  Niche 
vendors  such  as  LEI  and  Paris  Blues  in  juniors’,  and  BOSS,  JNCO,  and  Fubu  in 
young  men’s,  answered  a  growing  demand  for  wide-leg  jeans  and  carpenter  pants. 
Fitness-minded  customers  found  newly  styled  selections  from  Adidas  and  Nike. 

We  built  a  powerful  presentation  in  Disney-related  merchandise  in  1997.  Customers 
were  delighted  to  discover  both  classic  and  Hundred  Acre  Wood  Pooh  in  almost 
every  category,  ranging  from  clothing,  bedding,  and  accessories  to  kitchen  canisters 
and  toys.  Plush  animals  such  as  Mattel’s  “Hug  and  Tickle  Pooh”  and  Gund’s  “Pooh," 
“Tigger,”  and  “Piglet”  stuffed  characters  were  popular  gift  selections. 

Interest  in  items  for  home  and  families  continued  to  rise.  Our  stores  placed  greater 
emphasis  on  customer  favorites  such  as  leather  furniture  from  Natuzzi,  Karastan  rugs, 
“Big  and  Soft”  towels  from  Fieldcrest,  and  Lenox's  number-one  selling  “Poppies-on- 
Blue”  dinnerware.  We  also  introduced  new  selections  from  many  other  well-known 
brands  in  home  furnishings,  including  Waterford,  Calphalon,  Fiestaware  from  Homer 
Laughlin,  Henckel,  Godiva,  and  Aiwa. 
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1 .  Marshall  Hilsberg,  chairman 
and  CEO  (left),  and  Ronald  F. 
Tanler,  president,  of  Lord  & 
Taylor,  based  in  New  York. 

2.  Irwin  Zazulia,  president 
and  CEO  (left),  and  Thomas  D. 
Fingleton,  chairman,  of  Hecht’s, 
based  in  Washington,  D.C.,  and 
Strawbridge's  in  Philadelphia. 

3.  Thomas  J.  Hogan,  president 
and  CEO  (center),  Kenneth  L. 
Wilkerson,  chairman  (left),  and 
Fred  J.  Dilorio,  vice  chairman, 
of  Foley’s,  based  in  Houston. 

4.  David  P.  Mullen,  president 
and  CEO  (left),  and  Robert  M. 
Soroka,  chairman,  of 
Robinsons-May,  based 
in  Los  Angeles. 

5.  Richard  W.  Bennet  III, 
president  and  CEO 
(right),  and  Clarence  O. 
Reynolds,  chairman, 
of  Kaufmann’s, 
based  in  Pittsburgh. 
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1 .  Judith  K.  Hofer.  president 
and  CEO  (left),  and  J.  Kent 
McHose.  chairman,  of  Filene's. 
based  in  Boston. 


Investing  in  Growth 


2.  Harold  S.  Brooks,  president 
and  CEO  (right),  and  John  F. 
Danahy.  chairman,  of  Famous- 
Barr,  based  in  St.  Louis,  and 
L.S.  Ayres  in  Indianapolis. 

3.  Richard  A.  Maloney,  presi¬ 
dent  and  CEO  (right),  and 
Brian  L.  Keck,  chairman, 

of  Meier  &  Frank,  based  in 
Portland.  Ore. 

4.  Anthony  J.  Torcasio.  vice 
chairman  of  May  and  CEO  of 
May  Merchandising  Company 
(center);  and  William  P. 
McNamara,  president  (left), 
and  James  A.  Hageman,  chair¬ 
man.  of  May  Merchandising 
Company. 


May  is  committed  to  using  its  strong  financial  position  to  improve  shareowner  returns. 
A  priority  use  for  our  $1 .2  billion  cash  flow  is  building  new  stores  and  expanding 
existing  locations. 

In  1998,  May  plans  to  add  20  new  department  stores.  We  will  remodel  another  22 
stores,  including  expansions  to  seven  locations.  This  $525  million  investment  will  add 
3.0  million  square  feet  of  selling  space  during  1998. 

The  five-year  plan  calls  for  a  $2.4  billion  investment  to  build  100  new  stores  and  to 
remodel  100  stores,  with  expansions  to  half  of  them.  The  building  program  increases 
selling  space  by  16  million  square  feet  by  the  year  2002,  a  4%  annual  increase. 


5.  R.  Dean  Wolfe,  executive  vice 
president  of  acquisitions  and 
real  estate  of  May  (left),  and 
Bruce  D.  Johnston,  president 

of  May  Realty. 

6.  Louis  J.  Garr,  Jr.,  general 
counsel  of  May  (center);  and 
Richard  Tao,  president  (right), 
and  Thomas  M.  Rauch,  Jr., 
chairman,  of  May  Design  and 

i  Construction. 


May  firmly  believes  that  the  key  to  achieving  growth  lies  in  developing  the  talents  of 
our  associates.  Aggressive  efforts  to  recruit  top  graduates  are  suc¬ 
ceeding  in  a  very  competitive  environment.  We  implemented,  with 
impressive  results,  a  process  for  providing  immediate  feedback 
for  associates.  We  also  continued  to  emphasize  personal  develop¬ 
ment  with  an  assessment,  feedback,  and  assistance  process. 


In  the  absence  of  the  right  growth  opportunities,  we  believe  that  stock  repurchase  is 
a  good  use  of  our  financial  resources.  In  1998,  May  will  repurchase  up  to  $650  million 
of  its  stock  in  the  open  market.  This  is  in  addition  to  buyback  programs  totaling 
$900  million  during  1996  and  1997. 


Providing  a  simplified  shopping  experience  is  an  essential  part  of  doing  business 
with  today’s  busy  customer.  We  support  sales  associates  in  their  effort  to  provide 
excellent  customer  service  by  investing  in  advanced  systems  to  help  simplify  the 
customer’s  shopping  experience. 


Our  investments  in  distribution  centers  and  systems  improve  the  flow  of  merchandise 
to  the  stores  and  to  customers  who  have  placed  orders  or  requested  deliveries. 

Over  the  next  five  years,  May  plans  to  invest  $350  million  in  technologies  that  pro¬ 
mote  operating  efficiencies  and  help  provide  superior  service  to  our  customers. 


Treating  the  Customer  Right 


Our  associates’  dedi¬ 
cated  support  of  May’s 
commitment  to  treating 
the  customer  right 
makes  our  stores  a 
better  place  to  shop. 

Sales  associates  who 
provide  the  highest 
level  of  customer  service 
proudly  display  Diamond 
Stars  on  their  name 
badges.  President’s 
Club  members,  most 
of  whom  earn  Diamond 
Stars  as  well,  wear 
distinctive  name 
badges  indicating 
their  exceptional  sales 
achievements. 

The  associates  pictured 
represent  our  more 
than  22,000  Diamond 
Star  winners  and 
12,000  President's 
Club  members. 

CEO  Cup  Winner 

Kaufmann's  won  the 
1 997  CEO  Cup  for  being 
the  May  store  company 
that  delivered  the  highest 
level  of  customer  service. 
Kaufmann’s  had  a  terrific 
performance,  with  a  sig¬ 
nificant  improvement 
over  the  previous  year. 

Store  CEO  Cup 
Winners 

The  46  stores  listed 
on  page  1 1  were  recog¬ 
nized  with  individual 
Store  CEO  Cups  for 
their  tremendous  1 997 
customer  service  results. 
Many  of  these  stores 
have  received  CEO  Cups 
in  prior  years. 


Joseph  J.  Landi, 
Strawbridge's.  Sheila  Ronald. 
Filene's;  and  Lynn  C.  Reed. 
Meier  &  Frank. 


Regina  M.  Silva-Zebrowsk 
Filene's;  Ann  W.  Chin, 
Strawbridge’s;  and 
Elaine  M.  Petri.  Filene's. 


Sushma  R.  Agarwal, 
Robinsons- May:  Betty  L 
Treadville.  Foley's;  and 
Sandy  I.  Rudoff.  Foley's. 


Kevin  J.  Modica,  Lord  & 
Taylor;  Michelle  L.S.  Lutz, 
Robinsons-May;  and 
Kamini  C.  Kumar,  Foley's. 


Peter  G.  Callas,  L.S.  Ayres; 
Olivia  T.  Tamayo,  Lord  & 
Taylor;  and  Carolyn  B. 
Foster.  Hecht's. 


James  N.  Wegner.  Foley's; 
Maricarmen  Garcia-Smith, 
Robinsons-May;  and  Patty  A. 
Williams,  Meier  &  Frank. 


Betty  L.  Cluck,  Foley’s; 
Oliver  H.  Claypool, 
Kaufmann's;  Evelyn  C. 
Zengo,  Filene's;  and  Yong 
Kraicer,  Robinsons-May. 
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Individual  Store  CEO  Cups 

The  figures  represent  the 
number  of  times  the  store 
has  won  CEO  Cups. 

Lord  &  Taylor 

Aventura  Mail— 3 
Livingston 

Saint  Louis  Galleria— 5 
Eastview  Mall  (Victor) — 2 
Boca  Raton— 2 
Carousel  (Syracuse) 
Crossgates  (Albany) 
Harrisburg 

Hecht’s 

Lynnhaven  Mall 
( Virginia  Beach) — 3 
Hampton— 3 

White  Marsh  (Baltimore) — 2 

Frederick— 2 

York 

Lynchburg— 3 

Strawbridge’s 

Cherry  Hill 
Echelon  (Voorhees) 
Moorestown 

Foley’s 

Coronado  (Albuquerque)  — 2 
Hulen  (Fort  Worth)— 4 
Barton  Creek  (Austin) 
Downtown  (Houston) — 3 
Tyler— 4 

Crossroads  (Oklahoma  City) 
San  Jacinto  (Baytown) 

Robinsons-May 

Galleria  at  South  Bay 
(Redondo  Beach}— 2 
West  Covina 
Tuscon  —3 

Eagle  Rock  (Los  Angeles) 

Las  Vegas 

Southeast  Las  Vegas 
(Henderson)  —2 
Superstition  Springs 
(Mesa)— 3 

Kaufmann's 

Chapel  Hill  (Akron)— 2 
Beaver  Valley  (Monaca) 
Altoona 
Stow- Kent— 4 
Williamsport  (Muncy) 

Filene’s 

Salem— 4 
Middletown 
Hanover— 3 
Independence 
(Kingston)— 3 
Taunton— 3 

Famous-Barr 

Chesterfield  Mall— 2 
Carbondale— 2 
Battlefield  (Springfield) — 2 

L.S.  Ayres 

Greenwood — 3 

Meier  &  Frank 

Rogue  Valley  Mall 
(Medford)—  4 


Marian  J.  Cotton,  Hecht's; 
Gayle  D.  Guillaume.  Lord  & 
Taylor;  and  Cynthia  L.  Mayer. 
Famous-Barr. 


Marla  L.  Bagarozzi. 
Kaufmann’s;  Janice  R. 
Paschal,  Hecht’s:  and 
Cecelia  Null,  Lord  &  Taylor. 


Karen  Spurling,  Lord  & 
Taylor;  Elena  Man  Baker. 
Robinsons-May;  Maria  R. 
Onate.  Lord  &  Taylor;  and 
Judy  A.  Wexler,  Filene’s. 


Renee  Buchalter, 
Kaufmann’s;  Stephanie  A. 
Armstrong,  Robinsons- 
May;  Eugene  S.  Kahn, 

May  executive  vice 
chairman;  and  Linda  F. 
Tillman,  Lord  &  Taylor. 


John  L.  Dunham.  May 
chief  financial  officer; 
Laurie  Dennis,  Lord  & 
Taylor;  Pat  L.  Moore, 
L.S.  Ayres;  and  Robin  L. 
Minor,  Hecht’s. 


Kaufmann’s,  1 997  CEO 
Cup  winner;  Richard  W. 
Bennet  III,  president  and 
CEO  of  Kaufmann’s; 

David  C.  Farrell,  May 
chairman  and  CEO: 

Cathy  l.  DeLuca; 

Clarence  0.  Reynolds, 
chairman  of  Kaufmann’s; 
and  Peggy  H.  Grant. 


Razieh  Shirazi,  Foley’s; 
Jerome  T.  Loeb.  May 
president;  Sadie  J.  Billings. 
Foley’s;  and  Coni  Naganuma. 
Robinsons-May. 


Rosemarie  A.  McMahon, 

Lord  &  Taylor;  Anthony  J. 
Torcasio,  May  vice  chair¬ 
man  and  CEO  of  May 
Merchandising  Company; 
Caron  H.  Mayser,  Robinsons- 
May;  and  Martin  V.  Hunt,  Jr.. 
Hecht’s. 
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Management’s  Discussion 
and  Analysis 


May  achieved  its  23rd  consecutive  year  of  record  sales  and 
earnings  per  share  from  continuing  operations.  Our  five-year 
earnings  per  share  compound  growth  rate  of  12.1%  is  among 
the  best  in  the  retail  industry. 

Sales  were  $12.4  billion,  an  increase  of  7.0%  over  1996  sales 
of  $1 1 .5  billion.  The  increase  reflects  the  benefit  of  new-store 
openings,  the  full-year  impact  of  1996  store  openings,  and  an 
increase  in  store-for-store  sales  of  3.6%.  Store-for-store  sales 
increases  for  the  first  through  fourth  quarters  in  1 997  were 
1 .9%,  4.7%,  3.1%,  and  4.2%,  respectively. 

Our  1 997  diluted  earnings  per  share  from  continuing  operations 
increased  10.3%  to  $3.11  from  last  year's  $2.82.  Net  earnings 
from  continuing  operations  totaled  $779  million,  compared  with 
$749  million  last  year.  Return  on  revenues  was  6.1  %  versus 
6.2%  in  1996.  Return  on  beginning  equity  increased  to  21 .2% 
from  19.4%  in  1996,  and  return  on  net  assets  was  18.5%, 
compared  with  18.8%  in  1996. 

We  opened  1 1  department  stores  during  1997,  adding  1 .9  mil¬ 
lion  square  feet  of  retail  space.  Five  were  Lord  &  Taylor  stores, 
in  Wayne,  N.J.,  Newark,  Del.,  Harrisburg,  Pa.,  Philadelphia,  Pa., 
and  Denver,  Colo.  Hecht's  opened  two  Strawbridge's  stores,  in 
Springfield,  Pa.,  and  Dover,  Del.  Foley's  opened  two  stores,  in 
Denver,  Colo.,  and  McAllen,  Texas.  Filene's  opened  two  stores, 
in  Waterbury,  Conn.,  and  Auburn,  Mass. 

In  addition,  we  remodeled  26  department  stores  in  1997,  total¬ 
ing  2.2  million  retail  square  feet,  which  included  the  expansion 


of  1 1  stores  by  351 ,000  square  feet.  At  fiscal  year-end,  May 
operated  369  department  stores  in  30  states  and  the  District 
of  Columbia. 

During  1997,  the  company  completed  a  $300  million  stock 
repurchase  program  totaling  6.4  million  shares.  This  program 
was  funded  with  cash  flow  from  operations.  The  1997  buyback 
was  in  addition  to  a  $600  million  1 996  stock  repurchase  pro¬ 
gram  totaling  12.7  million  shares.  In  February  1998,  the  compa¬ 
ny  announced  additional  plans  to  repurchase  up  to  $650  million 
of  May  shares. 

Our  expansion  program  for  1 998  includes  20  new  department 
stores,  totaling  2.8  million  square  feet  of  retail  space.  In  addi¬ 
tion,  the  company  plans  to  remodel  22  department  stores  total¬ 
ing  1 .7  million  square  feet  of  retail  space,  which  includes  the 
expansion  of  seven  stores  by  a  total  of  224,000  square  feet. 

The  new-store  plan  for  1998  through  2002  would  add  100  new 
department  stores  totaling  16  million  retail  square  feet,  a  4% 
annualized  increase,  net  of  closings.  During  this  five-year  period, 
May  plans  to  invest  $1 .8  billion  for  new  stores,  $600  million  to 
expand  and  remodel  existing  stores,  and  $350  million  related  to 
systems  and  operations.  These  are  the  major  components  of 
our  $3.6  billion  capital  plan. 

The  remainder  of  Management’s  Discussion  and  Analysis 
reflects  data  on  a  continuing  operations  basis. 


$12,352 


$3.11 


$  4,681 


$1.20 

$1.03 


$  .57 


Net  retail  sales 
(In  millions) 


1 

Earnings  per  share 
Year-end  dividend  rate 
per  common  share 


20.1% 


$204 


15.7% 


$143 


Return  on  net  assets 


Sales  per  square  foot 
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Review  of  Operations 

Diluted  earnings  per  share  reached  $3.11  ini  997.  compared 
with  $2.82  in  1996  and  $2.61  in  1995.  Net  earnings  totaled 
$779  million  in  1997,  compared  with  $749  million  in  1996  and 
$700  million  in  1 995.  The  1 997  and  1 996  diluted  earnings  per 
share  growth  rates  were  10.3%  and  8.0%,  respectively.  Net 
earnings  growth  rates  were  lower  due  to  $900  million  of  stock 
repurchases  completed  in  1 996  and  1 997.  Return  on  revenues 
was  6.1%  in  1997,  compared  with  6.2%  in  1996  and  6.4%  in 
1995. 

Results  for  the  past  three  years  were  as  follows: 


Fiscal  1995  included  53  weeks;  however,  the  additional  week 
did  not  materially  affect  1995  earnings.  The  1995  net  retail  sales 
information  in  this  Review  of  Operations  is  presented  on  a 
52-week  basis  for  comparability. 

Earnings  before  interest  and  taxes  (EBIT)  for  the  past  three  years 
were  as  follows: 


Increase 


(dollars  in  millions) 

Operating  earnings 
Percent  of  revenues 


1997 


1996 


$1,578 

12.5% 

$1,509 
12.6%  | 

1997 

1996 

1995 

Percent  of 

Percent  of 

Percent  of 

S  Revenues 

S  Revenues 

S  Revenues 

SI  2,352 

$11,546 

Si  0,402 

$12,685 

100.0% 

$12,000 

100.0% 

$10,952 

100.0% 

8.732 

68.8 

8,226 

68.5 

7,461 

68.1 

2.375 

18.7 

2,265 

18.9 

2,081 

19.0 

299 

2.4 

277 

2.3 

250 

2.3 

1,279 

10.1 

1,232 

10.3 

1,160 

10.6 

500 

39.1 

483 

39.3 

460 

39.7 

S  779 

6.1  % 

S 

749 

6.2% 

s 

700 

6.4% 

S  3.11 

S 

2.82 

s 

2.61 

(dollars  in  millions, 

except  per  share) 

Net  Retail  Sales 

Revenues 

Cost  of  sales 

Selling,  general,  and 
administrative 
expenses 

Interest  expense,  net 

Earnings  before 
income  taxes 

Provision  for 
income  taxes* 

Net  Earnings 

Diluted  Earnings 
per  Share 

‘Percent  of  revenues  columns  represent  effective  income  tax  rates 


EBIT  presented  above  includes  a  LIFO  (last-in,  first  out)  credit  of 
$5  million,  $20  million,  and  $53  million  in  1997,  1996,  and  1995, 
respectively. 

EBIT,  excluding  LIFO,  is  presented  below  on  a  supplementary 
basis  for  comparative  purposes: 

Increase 

(dollars  in  millions) 


May’s  369  quality  department  stores  are  operated  by  eight 
regional  department  store  companies  across  the  United  States 
under  10  long-standing  and  widely  recognized  names.  Each 
store  company  holds  a  leading  market  position  in  its  region. 

The  table  below  summarizes  net  retail  sales,  sales  per  square 
foot,  gross  retail  square  footage,  and  number  of  stores  for  each 
store  company: 


Net  Retail 
Sales  in  Millions 
of  Dollars 


Sales  per 
Square  Foot 


Gross  Retail 
Square  Footage 
in  Thousands 


Number  of  Stores 


Store  Company  and  Headquarters 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

New 

Closed 

1996 

Lord  &  Taylor.  New  York  City 

$  1.875 

$  1,718 

$243 

$241 

8.208 

7,473 

63 

5 

1 

59 

Hecht’s,  Washington.  D.C  (Strawbndge’s  in  Philadelphia) 

2,333 

2,113 

195 

193 

12,318 

12,787 

71 

2 

2 

71 

Foley’s.  Houston 

1,888 

1,749 

186 

180 

10,647 

10,200 

55 

2 

- 

53 

Robinsons-May.  Los  Angeles 

1.862 

1,779 

189 

185 

10,140 

10,211 

55 

- 

1 

56 

Kaufmann's.  Pittsburgh 

1.489 

1,444 

193 

191 

7,961 

7,968 

47 

_ 

- 

47 

Filene's.  Boston 

1,450 

1,347 

236 

232 

6,394 

6,255 

40 

2 

2 

40 

Famous-Barr.  St  Louis  (L.S.  Ayres  in  Indianapolis) 

1,060 

1,011 

202 

201 

5.408 

5,454 

30 

- 

1 

31 

Mefer  &  Frank,  Portland.  Ore. 

395 

385 

229 

225 

1,768 

1,768 

8 

- 

- 

8 

The  May  Department  Stores  Company 

$12,352 

$11,546 

$204 

$201 

62,844 

62,116 

369 

11 

7 

365 

Net  retail  sales  represent  sales  of  stores  open  at  the  end  of  1997. 

Sales  per  square  foot  are  calculated  from  revenues  and  average  gross  retail  square  footage. 

Gross  retail  square  footage  represents  square  footage  of  stores  open  at  the  end  of  the  period  presented 


The  May  Department  Stores  Company 
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Net  Retail  Sales  Net  retail  sales  (see  page  21  for  definition) 
increases  for  1997  and  1996  were  as  follows: 

1 997  vs.  1 996  1 996  vs.  1 995  c. 


Store-for-  Store-for-  Compound 

Total  Store  Total  Store  Growth  Rate 


The  total  sales  increase  for  1 997  reflects  the  opening  of  four 
net  new  department  stores,  the  full-year  impact  of  1996  store 
openings,  and  a  3.6%  store-for-store  increase.  The  total  sales 
increase  for  1 996  includes  the  results  of  1 9  net  new  department 
stores,  the  full-year  impact  of  1 995  store  openings,  and  a  4.3% 
store-for-store  increase. 

Sales  include  leased  and  licensed  department  sales  of  $353  mil¬ 
lion,  S326  million,  and  $293  million  in  1 997,  1 996,  and  1 995, 
respectively.  Revenues  include  finance  charge  revenues  of 
$319  million,  $338  million,  and  $340  million  in  1997,  1996,  and 
1995,  respectively.  Finance  charge  revenues  have  decreased 
due  to  increased  use  of  third-party  credit  cards. 

Cost  of  Sales  Cost  of  sales  includes  cost  of  merchandise  sold 
and  buying  and  occupancy  costs.  Cost  of  sales  was  $8.73  bil¬ 
lion  in  1997,  compared  with  $8.23  billion  in  1996,  a  6.2% 
increase.  The  overall  increase  resulted  from  a  7.0%  increase 
in  sales.  As  a  percent  of  revenues,  cost  of  sales  increased 
0.3%  from  68.5%  in  1996  to  68.8%  in  1997.  Approximately 
0.2%  of  this  increase  relates  to  the  finance  charge  component 
of  revenues  decreasing  5.7%  with  no  corresponding  decrease 
in  cost  of  sales.  The  remaining  increase  was  caused  by  the 
decrease  in  the  UFO  credit. 

Cost  of  sales  was  $8.23  billion  in  1 996,  compared  with  $7.46  bil¬ 
lion  in  1995,  a  10.2%  increase.  The  overall  increase  resulted 
from  a  9.9%  increase  in  sales  (52  weeks  in  1 996  versus  53  weeks 
in  1995).  As  a  percent  of  revenues,  cost  of  sales  increased  0.4% 
from  68.1%  in  1995  to  68.5%  in  1996.  This  increase  was  caused 
primarily  by  the  decrease  in  the  UFO  credit. 

The  impact  of  UFO  on  cost  of  sales,  as  a  percent  of  revenues, 
is  shown  below: 


1997  1996  1995 

Cost  of  sales 

LIFO  credit 

Cost  of  sales  before  UFO 

68.8% 

(0.1) 

68.9% 

68.5% 

(0.2) 

68.7% 

68.1% 

(0.5) 

68.6% 

Selling,  General,  and  Administrative  Expenses  Selling, 
general,  and  administrative  expenses  were  $2.38  billion  in 
1997,  compared  with  $2.27  billion  in  1996,  a  4.8%  increase. 
The  overall  increase  was  due  to  a  7.0%  increase  in  sales.  As 
a  percent  of  revenues,  selling,  general,  and  administrative 


expenses  decreased  0.2%  to  18.7%  in  1997,  compared  with 
18.9%  in  1996,  due  to  a  decrease  in  credit  expense  that  was 
partially  offset  by  higher  payroll  costs. 

Selling,  general,  and  administrative  expenses  were  $2.27  billion 
in  1996,  compared  with  $2.08  billion  in  1995.  an  8.9%  increase. 
The  overall  increase  was  due  to  a  9.9%  increase  in  sales.  As 
a  percent  of  revenues,  selling,  general,  and  administrative 
expenses  decreased  0.1%  to  18.9%  in  1996,  compared  with 
19.0%  in  1995,  due  to  an  increase  in  credit  expense  that  was 
offset  by  efficiencies  across  the  other  selling,  general,  and 
administrative  expense  components. 

Selling,  general,  and  administrative  expenses  include  advertising 
and  sales  promotion  costs  of  $463  million,  $439  million,  and 
$404  million  in  1997,  1996,  and  1995,  respectively. 


Interest  Expense  Interest  expense  components  were: 

(dollars  in  millions)  1 997  1 996  1 995 


Interest  expense 

Interest  income 

Capitalized  interest 

Interest  expense,  net 

Percent  of  revenues 

$324 

(11) 

(14) 

$299 

$310 

(16) 

Oh 

S277 

$283 

(14) 

(19) 

$250 

.. 

2.3% 

2.3% 

The  increase  in  1 997  net  interest  expense  was  due  to  increased 
average  debt  balances  related  to  1 996  borrowings  to  finance 
the  company’s  1 996  common  stock  purchases,  including  the 
purchase  of  the  number  of  shares  issued  to  acquire  certain 
assets  of  Strawbridge  &  Clothier  and  debt  assumed  in  the 
Strawbridge  &  Clothier  transaction. 

The  increase  in  1 996  net  interest  expense  from  1 995  was  due 
to  increased  average  borrowings  both  to  finance  store  growth, 
including  the  acquisition  of  certain  assets  of  Strawbridge  &  Clothier, 
and  to  finance  the  company's  common  stock  repurchases. 

Income  Taxes  The  effective  income  tax  rates  were  39.1%, 
39.3%,  and  39.7%  in  1997,  1996,  and  1995,  respectively. 

The  1997  effective  income  tax  rate  was  lower  than  the  1996 
rate  as  the  company  realized  a  full-year  benefit  from  our  1 996 
second-quarter  reincorporation  in  the  state  of  Delaware. 

Impact  of  Inflation  Inflation  has  not  had  a  material  impact  on 
the  company's  1 997  sales  growth  and  earnings.  The  company 
values  its  inventory  on  a  UFO  basis,  and  as  a  result,  the  current 
cost  of  merchandise  is  reflected  in  current  operating  results. 

Year  2000  In  1996,  the  company  began  preparing  its  computer 
systems  and  applications  for  the  year  2000,  and  anticipates  that 
all  significant  programming  efforts  and  related  testing  will  be 
complete  by  December  1 998.  These  programming  and  testing 
costs  are  not  expected  to  be  material. 
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Primary  merchandise  vendors  and  other  third  parties  have 
assured  the  company  that  they  are  implementing  programs 
to  ensure  their  systems  are  year  2000  compliant. 

Discontinued  Operation  Effective  May  4,  1996,  the  company 
spun  off  Payless  ShoeSource,  Inc.  (Payless)  as  a  tax-free  distri¬ 
bution  to  shareowners. 

Review  of  Financial  Condition 

We  continue  to  meet  our  objective  of  generating  superior 
shareowner  returns  while  maintaining  access  to  capital  at 
reasonable  costs. 

Return  on  Equity  Return  on  equity  is  our  principal  measure 
for  evaluating  our  performance  for  shareowners  and  our  ability 
to  invest  shareowners’  funds  profitably.  Our  objective  is  perfor¬ 
mance  that  places  our  return  on  equity  in  the  top  quartile  of  the 
retail  industry.  Return  on  beginning  equity  was  21 .2%  in  1997, 
compared  with  19.4%  in  1996,  and  20.8%  in  1995.  The  1997 
increase  results  from  the  1996  share  repurchase. 

Return  on  Net  Assets  Return  on  net  assets  measures  perfor¬ 
mance  independent  of  capital  structure.  Return  on  net  assets 
represents  pretax  earnings  before  net  interest  expense  and  the 
interest  component  of  operating  leases,  divided  by  beginning  of 


$1,191 


$18.42 


$  779 


$  505 


$  318 


$  9.13 


m 

Cash  flow  (in  millions) 
Depreciation  and  amortization 
Net  earnings  ■ 


year  net  assets  (including  present  value  of  operating  leases). 
Return  on  net  assets  was  18.5%  in  1997,  compared  with 
18.8%  in  1996  and  20.1%  in  1995. 

Cash  Flow  Cash  flow  from  operations  (net  earnings  plus 
depreciation/amortization)  was  Si. 2  billion.  This  was  9.4%  of 
revenues  in  1997,  compared  with  9.3%  in  1996  and  9.4% 
in  1995.  The  company’s  cash  flow  as  a  percent  of  revenues 
continues  to  be  one  of  the  highest  in  the  retail  industry,  and 
provides  the  company  with  significant  resources  to  enhance 
shareowners’  value. 

Sources  and  (uses)  of  cash  flows  are  summarized  below: 


(dollars  in  millions) 

1997 

1996 

1995 

Net  earnings  and  depreciation/amortization 

$1,191 

$1,123 

$1,033 

Working  capital  (increases)  decreases 

265 

142 

(330) 

Discontinued  operation 

- 

(13) 

97 

Other  operating  activities 

Capital  expenditures  and 

70 

7 

48 

other  investing  activities 

(463) 

(603) 

(871) 

Net  long-term  debt  issuances  (repayments) 

(340) 

412 

444 

Net  purchases  of  common  stock 

(329) 

(820) 

(14) 

Dividend  payments 

(297) 

(305) 

(296) 

Increase  (decrease)  in 

cash  and  cash  equivalents 

$  97 

S  (57) 

$  111 

See  “Consolidated  Statement  of  Cash  Flows”  on  page  19. 


22.1% 


$57.13 


17.0% 


E3  S 

Book  value  per 
common  share 
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$43.63 


M  BE 

Return  on 
beginning  equity 


Common  stock  closing 
price  and  price  range 
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Financing  Activities  In  1997,  the  company  did  not  issue  long¬ 
term  debt.  Commerical  paper  borrowings  were  made  to  fund 
seasonal  working  capital  requirements. 

During  the  first  quarter  of  1 997,  the  company  recorded  an 
extraordinary  aftertax  loss  of  $4  million  ($5  million  pretax)  as 
it  retired  $100  million  of  9.875%  debentures  due  to  mature 
June  1,  2017. 

During  the  fourth  quarter  of  1 996,  the  company  recorded  an 
extraordinary  aftertax  loss  of  $5  million  ($8  million  pretax)  as 
it  retired  $150  million  of  9.125%  debentures  due  to  mature 
December  1, 2016. 

Financial  Condition  Ratios  Our  debt-to-capitalization  and 
fixed  charge  coverage  ratios  are  consistent  with  our  capital 
structure  objective.  They  provide  us  with  substantial  financial 
flexibility. 

The  debt-to-capitalization  ratios  were  44%,  48%,  and  42%  for 
1997,  1996,  and  1995,  respectively.  For  purposes  of  the  debt- 
to-capitalization  ratio,  total  debt  is  defined  as  short-term  and 
long-term  debt  (including  the  ESOP  debt  reduced  by  unearned 
compensation),  and  the  capitalized  value  of  all  leases,  including 
operating  leases.  Capitalization  is  defined  as  total  debt,  noncur¬ 
rent  deferred  taxes,  ESOP  preference  shares,  and  shareowners’ 
equity.  The  1 997  debt-to-capitalization  ratio  decreased  because 
debt  repayments  of  $340  million  were  funded  with  cash  flow 
from  operations.  See  “Profit  Sharing"  on  page  22  for  discussion 
of  the  ESOP. 

The  fixed-charge  coverage  ratios  were  4. lx  in  1997  and  in 
1996,  and  4.2x  in  1995.  Fixed  charges  are  defined  as  gross 
interest  expense,  interest  expense  on  the  ESOP  debt,  total  rent 
expense,  and  the  pretax  equivalent  of  dividends  on  redeemable 
preferred  stock. 

Our  bonds  continue  to  be  rated  A2  by  Moody’s  Investors 
Service,  Inc.,  and  A  by  Standard  &  Poor’s  Corporation.  Our 
commercial  paper  is  rated  PI  by  Moody’s  and  A1  by  Standard 
&  Poor’s. 

Capital  Expenditures  Our  strong  financial  condition  enables 
us  to  make  capital  expenditures  to  enhance  shareowners’ 
returns.  Return  on  net  assets,  internal  rate  of  return,  and  sales 
per  square  foot  are  emphasized  as  the  principal  operating  mea¬ 
sures  as  we  invest  in  new  stores,  remodel  existing  stores,  and 
eliminate  unproductive  space. 


The  1998  capital  expenditure  plan  approximates  S735  million. 
Capital  expenditures  for  the  period  1 998  through  2002  are 
planned  at  $3.6  billion.  We  intend  to  use  internal  cash  flow  to 
finance  substantially  all  of  these  expenditures. 

Available  Credit  The  company  has  $750  million  of  available 
borrowing  under  its  multiyear  credit  agreement.  In  addition, 
the  company  has  filed  with  the  Securities  and  Exchange 
Commission  a  shelf  registration  statement  that  would  enable 
it  to  issue  up  to  $500  million  of  additional  debt  securities. 

Common  Stock  Dividends  and  Market  Prices  Our  dividend 
policy  is  based  on  historical  and  expected  earnings  growth 
rates  and  capital  investment  requirements.  Our  objective  is  to 
increase  dividends  on  common  stock  consistent  with  our  long¬ 
term  earnings  growth.  The  1998  annual  dividend  rate  was 
increased  by  5.8%,  or  $.07  per  share,  to  $1.27  per  share. 

This  is  the  23rd  consecutive  annual  dividend  increase.  The 
new  annual  dividend  rate  of  $1.27  per  share  was  effective 
with  the  March  1 998  dividend  payment.  Dividends  paid  have 
increased  at  a  compound  rate  of  7.8%  during  the  past  five 
years.  This  rate  is  lower  than  the  five-year  compound  diluted 
earnings  per  share  growth  rate  of  12.1%  as,  over  time,  we  are 
returning  to  the  dividend  payout  levels  that  existed  prior  to  the 
spinoff  of  Payless.  The  company  has  paid  consecutive  quarterly 
dividends  since  December  1, 1911. 

The  quarterly  price  ranges  of  the  common  stock  and  dividends 
per  share  in  1 997  and  1 996  were: 


1997 

1996 

Market  Price  Djvjdends  Market  Price 

Dividends 

Quarter 

High 

Low 

per  Share 

High 

Low 

per  Share 

First 

$49  ’  4 

$43'o 

$  .30 

$51% 

$43% 

$  .28% 

Second 

56- 

454 

.30 

52'  * 

40’  7 

.29 

Third 

57  ’  e 

50% 

.30 

49'; 

44’ 3 

.29 

Fourth 

56% 

49"  3 

.30 

49% 

43 5  e 

.29 

Year 

$57' « 

$43% 

SI. 20 

$52'  < 

$40'  2 

$1.15% 

The  approximate  number  of  common  shareowners  as  of  March  1.  1998.  was  43.200. 


Effective  May  4,  1 996,  the  company  distributed  the  common 
stock  of  Payless  pro  rata  to  May  common  shareowners  of 
record  on  April  25,  1996.  The  May  common  stock  price  on 
May  8,  1996,  was  adjusted  by  the  New  York  Stock  Exchange 
from  $50.00  per  share  to  $45.25  per  share,  reflecting  the 
impact  of  the  distribution  of  the  Payless  common  stock  to 
May  common  shareowners. 
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Consolidated  Statement  of  Earnings 


(dollars  in  millions,  except  per  share) 

1997 

1996 

1995 

Net  Retail  Sales 

^^^546 

^^0402 

Revenues 

$12,685 

$12,000 

$10,952 

Cost  of  sales 

8,732 

8,226 

7,461 

Selling,  general,  and  administrative  expenses 

2,375 

2,265 

2,081 

Interest  expense,  net 

299 

277 

250 

Total  cost  of  sales  and  expenses 

11,406 

10,768 

9,792 

Earnings  from  continuing  operations  before  income  taxes 

1.279 

1,232 

1,160 

Provision  for  income  taxes 

500 

483 

460 

Net  Earnings  from  Continuing  Operations 

779 

749 

700 

Net  earnings  from  discontinued  operation 

- 

11 

55 

Net  earnings  before  extraordinary  loss 

779 

760 

755 

Extraordinary  loss  related  to  early 

extinguishment  of  debt,  net  of  income  taxes 

(4)  j 

(5) 

(3) 

Net  earnings 

S  775 

$  755 

$  752 

Basic  Earnings  per  Share: 

Continuing  operations 

S  3.27 

$  2.95 

$  2.73 

Discontinued  operation 

0.05 

0.22 

Net  earnings  before  extraordinary  loss 

3.27 

3.00 

2.95 

Extraordinary  loss 

(0.01) 

(0.02) 

(0.01) 

Basic  Earnings  per  Share 

$  3.26 

$  2.98 

$  2.94 

Diluted  Earnings  per  Share: 

Continuing  operations 

S  3.11 

S  2.82 

S  2.61 

Discontinued  operation 

- 

0,04 

0.21 

Net  earnings  before  extraordinary  loss 

3.11 

2.86 

2.82 

Extraordinary  loss 

(0.01) 

(0.02) 

(0.01) 

Diluted  Earnings  per  Share 

$  3.10 

S  2.84 

$  2.81 

Fiscal  1995  was  a  53-week  year.  Net  retail  sales  for  fiscal  1995  are  shown  on  a  52-week  basis  for  comparability. 
Net  retail  sales  for  the  53  weeks  ended  February  3.  1996.  were  $10,506. 

See  Notes  to  Consolidated  Financial  Statements. 
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Consolidated  Balance  Sheet 


(dollars  in  millions,  except  per  share) 

January  31 , 

1998 

February  1 , 
1997 

Assets 

Current  Assets; 

Cash 

$  14 

$  12 

Cash  equivalents 

185 

90 

Accounts  receivable,  net 

2,164 

2.425 

Merchandise  inventories 

2,433 

2,380 

Other  current  assets 

82 

128 

Total  Current  Assets 

4.878 

5,035 

Property  and  Equipment: 

Land 

304 

287 

Buildings  and  improvements 

3,393 

3,252 

Furniture,  fixtures,  and  equipment 

3,028 

2,765 

Property  under  capital  leases 

62 

68 

Total  property  and  equipment 

6,787 

6,372 

Accumulated  depreciation 

(2,563) 

(2,213) 

Property  and  equipment,  net 

4,224 

4,159 

Goodwill 

752 

776 

Other  Assets 

76 

89 

Total  Assets 

$9,930 

$10,059 

Liabilities  and  Shareowners’  Equity 

Current  Liabilities: 

Current  maturities  of  long-term  debt 

$  233 

S  256 

Accounts  payable 

842 

872 

Accrued  expenses 

640 

614 

Income  taxes  payable 

151 

137 

Total  Current  Liabilities 

1,866 

1,879 

Long-term  Debt 

3,512 

3,849 

Deferred  Income  Taxes 

449 

401 

Other  Liabilities 

277 

267 

ESOP  Preference  Shares 

337 

347 

Unearned  Compensation 

(320) 

(334) 

Shareowners’  Equity: 

Common  stock 

115 

118 

Additional  paid-in  capital 

- 

- 

Retained  earnings 

3,694 

3,532 

Total  Shareowners’  Equity 

3,809 

3,650 

Total  Liabilities  and  Shareowners’  Equity 

$9,930 

$10,059 

Common  stock  has  a  par  value  of  $.50  per  share;  700  million  shares  are  authorized  and  313.6  million  shares  were  issued. 

At  January  31,  1998.  231 .0  million  shares  were  outstanding,  and  82.6  million  shares  were  held  in  treasury.  At  February  1 .  1997. 
236.9  million  shares  were  outstanding,  and  76.7  million  shares  were  held  in  treasury. 

ESOP  Preference  Shares  have  a  par  value  of  $.50  per  share  and  a  stated  value  of  $507  per  share;  800,000  shares  are  authonzed. 
At  January  31. 1998.  665,866  shares  (convertible  into  15.0  million  shares  of  common  stock)  were  issued  and  outstanding. 

At  February  1,  1997,  685,050  shares  (convertible  into  15.4  million  shares  of  common  stock)  were  issued  and  outstanding. 

See  Notes  to  Consolidated  Financial  Statements. 


Consolidated  Statement  of  Cash  Flows 

(dollars  in  millions)  1997 

1996 

1995 

Operating  Activities: 

Net  earnings  from  continuing  operations 

$  779 

S  749 

$  700 

Net  earnings  from  discontinued  operation 

- 

11 

55 

Extraordinary  loss  related  to  early 

extinguishment  of  debt,  net  of  income  taxes 

(4) 

(5) 

(3) 

Net  earnings 

775 

755 

752 

Adjustments  for  noncash  items  included  in  earnings: 
Depreciation  and  amortization 

412 

374 

333 

Noncunrent  deferred  income  taxes 

58 

45 

42 

Deferred  and  unearned  compensation 

8 

10 

15 

Working  capital  changes' 

265 

142 

(330) 

Other  assets  and  liabilities,  net 

8 

1  (43) 

(6) 

Total  Operating  Activities 

1,526 

1,283 

806 

Investing  Activities: 

Capital  expenditures 

(496) 

(632) 

(801) 

Dispositions  of  property  and  equipment 

33 

29 

20 

Goodwill 

- 

- 

(89) 

Other 

- 

- 

(1) 

Cash  provided  by  (used  in)  discontinued  operation 

- 

(24) 

42 

Total  Investing  Activities 

(463) 

(627) 

(829) 

Financing  Activities: 

Issuances  of  long-term  debt 

800 

600 

Repayments  of  long-term  debt 

(340) 

(388) 

(156) 

Purchases  of  common  stock 

(394) 

(869) 

(71) 

Issuances  of  common  stock 

65 

49 

57 

Dividend  payments 

(297) 

(305) 

(296) 

Total  Financing  Activities 

(966) 

(713) 

134 

Increase  (Decrease)  in  Cash  and  Cash  Equivalents 

97 

(57) 

111 

Cash  and  Cash  Equivalents,  Beginning  of  Year 

102 

159 

48 

Cash  and  Cash  Equivalents,  End  of  Year 

S  199  1 

$  102 

S  159 

'Working  capital  changes  comprise: 

Accounts  receivable,  net 

$  262 

S  139 

S  29 

Merchandise  inventories 

(53)  > 

(211) 

(321) 

Other  current  assets 

46 

45 

13 

Accounts  payable 

(30)  1 

180 

(43) 

Accrued  expenses 

26 

(20) 

(8) 

Income  taxes  payable 

14 

9 

- 

Net  decrease  (increase)  in  working  capital 

$  265 

S  142 

3(330) 

Cash  paid  during  the  year: 

Interest 

S  319 

S  288 

$  268 

Income  taxes 

355 

380 

448 

See  Notes  to  Consolidated  Financial  Statements. 
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Consolidated  Statement  of  Shareowners’  Equity 

Outstanding 

Additional 

Total 

(dollars  in  millions, 

Common  Stock 

Paid-in 

Retained 

Shareowners’ 

shares  in  thousands) 

Shares 

Dollars 

Capital 

Earnings 

Equity 

Balance  at  January  28,  1 995 

248,383 

$124 

$  5 

$4,006 

$4,135 

Net  earnings 

- 

- 

- 

752 

752 

Dividends  paid: 

Common  stock  ($1.11/2  per  share) 

- 

- 

- 

(277) 

(277) 

ESOP  preference  shares. 

net  of  tax  benefit 

- 

- 

- 

(19) 

(19) 

Common  stock  issued 

2,198 

1 

64 

- 

65 

Common  stock  purchased 

(1.710) 

(1) 

(69) 

(1) 

(71) 

Balance  at  February  3,  1 996 

248,871 

124 

- 

4,461 

4,585 

Net  earnings 

- 

- 

- 

755 

755 

Dividends  paid: 

Common  stock  ($1.15  72  per  share) 

- 

- 

- 

(287) 

(287) 

ESOP  preference  shares. 

net  of  tax  benefit 

- 

- 

- 

(18) 

(18) 

Common  stock  issued 

6,646 

3 

258 

- 

261 

Common  stock  purchased 

(18,591) 

(9) 

(258) 

(602) 

(869) 

Distribution  of  equity  in 

Payless  ShoeSource,  Inc. 

_ 

_ 

_ 

(777) 

(777) 

Balance  at  February  1 ,  1 997 

236,926 

118 

- 

3,532 

3,650 

Net  earnings 

- 

- 

- 

775 

775 

Dividends  paid: 

Common  stock  ($1 .20  per  share) 

- 

- 

- 

(279) 

(279) 

ESOP  preference  shares. 

net  of  tax  benefit 

- 

- 

- 

(18) 

(18) 

Common  stock  issued 

2,279 

1 

74 

- 

75 

Common  stock  purchased 

(8,197) 

(4) 

(74) 

(316) 

(394) 

Balance  at  January  31 ,  1 998 

231,008 

$115 

s  - 

$3,694 

$3,809 

Outstanding  common  stock  excludes  shares  held  in  treasury.  Treasury  share  activity  for  the  last  three  years  is 

summarized  below: 

1997 

1996 

1995 

Balance,  Beginning  of  Year 

76,711 

64,766 

65,254 

Common  stock  issued: 

Exercise  of  stock  options 

(1,581) 

(997) 

(1,419) 

Deferred  compensation  plan 

(162) 

(150) 

(158) 

Restricted  stock  grants,  net  of  forfeitures 

(104) 

(246) 

(236) 

Contribution  to  Profit  Sharing  Plan 

- 

- 

(89) 

Conversion  of  ESOP  preference  shares 

(432) 

(796) 

(296) 

Strawbridge  &  Clothier  acquisition 

- 

(4,457) 

- 

(2,279) 

(6,646) 

(2,198) 

Common  stock  purchased 

8,197 

18,591 

1,710 

Balance,  End  of  Year 

82,629 

76,711 

64,766 

See  Notes  to  Consolidated  Financial  Statements. 
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Notes  to  Consolidated  Financial  Statements 


Summary  of  Significant  Accounting  Policies 

Fiscal  Year  The  company’s  fiscal  year  ends  on  the  Saturday 
closest  to  January  31 .  Fiscal  years  1997,  1996,  and  1995 
ended  on  January  31, 1998,  February  1, 1997.  and  February  3, 
1996,  respectively.  Fiscal  1995  included  53  weeks.  References 
to  years  in  this  annual  report  relate  to  fiscal  years  rather  than 
calendar  years. 

Basis  of  Reporting  The  consolidated  financial  statements 
include  the  accounts  of  the  company  and  all  wholly  owned 
subsidiaries  (the  company),  reflecting  the  operation  of  369 
quality  department  stores.  The  consolidated  financial  state¬ 
ments  reflect  Payless  ShoeSource,  Inc.  (Payless),  as  a  discon¬ 
tinued  operation  through  May  4,  1996.  All  the  following  notes, 
except  “Discontinued  Operation"  on  page  27,  reflect  data  on  a 
continuing  operations  basis. 

Use  of  Estimates  Management  makes  estimates  and  assump¬ 
tions  that  affect  the  amounts  reported  in  the  consolidated  state¬ 
ments  of  earnings,  shareowners'  equity  and  cash  flows,  the 
consolidated  balance  sheet,  and  notes  to  consolidated  financial 
statements.  Actual  results  could  differ  from  these  estimates. 

Net  Retail  Sales  and  Revenues  Net  retail  sales  (sales)  repre¬ 
sent  sales  of  stores  operating  at  the  end  of  the  latest  period, 
and  exclude  finance  charge  revenues  and  the  sales  of  stores 
that  have  been  closed  and  not  replaced.  Sales  include  sales  of 
merchandise  and  services,  and  sales  from  leased  and  licensed 
departments.  Sales  are  net  of  returns  and  exclude  sales  tax. 
Store-for-store  sales  represent  sales  of  those  stores  open 
during  both  years.  Revenues  include  finance  charge  revenues 
and  all  sales  from  all  stores  operating  during  the  period. 

Cost  of  Sales  Cost  of  sales  includes  the  cost  of  merchandise 
sold  and  the  company’s  buying  and  occupancy  costs. 

Advertising  Costs  Advertising  and  sales  promotion  costs  are 
expensed  at  the  time  the  advertising  takes  place. 

Preopening  Expenses  Costs  associated  with  the  opening  of 
new  stores  are  expensed  during  the  year  they  are  incurred. 

Income  Taxes  Income  taxes  are  accounted  for  by  a  balance 
sheet  approach  known  as  the  liability  method.  The  liability 
method  accounts  for  deferred  income  taxes  by  applying 
statutory  tax  rates  in  effect  at  the  date  of  the  balance  sheet 
to  differences  between  the  book  basis  and  the  tax  basis  of 
assets  and  liabilities. 

Earnings  per  Share  In  1 997,  the  company  adopted  Statement 
of  Financial  Accounting  Standards  (SFAS)  No.  128,  “Earnings 
per  Share,”  for  all  periods  presented.  The  company’s  diluted 


earnings  per  share  calculated  under  SFAS  No.  128  for  all  prior 
periods  is  the  same  as  the  previously  reported  fully  diluted  earn¬ 
ings  per  share.  References  to  earnings  per  share  in  this  annual 
report  relate  to  diluted  earnings  per  share. 

Stock-based  Compensation  The  company  accounts  for 
stock-based  compensation  by  applying  APB  Opinion  No.  25, 
as  allowed  under  SFAS  No.  123,  “Accounting  for  Stock-based 
Compensation.” 

Cash  Equivalents  Cash  equivalents  consist  primarily  of  com¬ 
mercial  paper  with  maturities  of  less  than  three  months.  Cash 
equivalents  are  stated  at  cost,  which  approximates  fair  value. 

Accounts  Receivable  In  accordance  with  industry  practice, 
installments  on  deferred  payment  accounts  receivable  maturing 
in  more  than  one  year  have  been  included  in  current  assets. 

Merchandise  Inventories  Merchandise  inventories  are  valued 
by  the  retail  method  and  are  stated  on  the  LIFO  (last-in.  first- 
out)  cost  basis,  which  is  lower  than  market.  The  accumulated 
LIFO  provision  was  $93  million  and  $98  million  in  1997  and 
1996,  respectively. 

Property  and  Equipment  Property  and  equipment  are  record¬ 
ed  at  cost  and  are  depreciated  on  a  straight-line  basis  over  their 
estimated  useful  lives.  Investments  in  properties  under  capital 
leases  and  leasehold  improvements  are  amortized  over  their 
useful  lives  or  related  lease  terms,  whichever  is  shorter. 

Goodwill  Goodwill  represents  the  excess  of  cost  over  the 
fair  value,  at  the  dates  of  acquisition,  of  net  tangible  assets 
acquired.  Substantially  all  amounts  are  amortized  using  the 
straight-line  method  over  a  40-year  period.  Goodwill  is  pre¬ 
sented  in  the  consolidated  balance  sheet  net  of  accumulated 
amortization  of  $174  million  and  $151  million  in  1997  and 
1996,  respectively. 

Long-lived  Assets  Long-lived  assets  and  certain  identifiable 
intangibles,  to  be  held  and  used  or  disposed  of,  are  reviewed  to 
determine  whether  the  carrying  amount  of  the  asset  is  recover¬ 
able.  No  impairment  losses  have  resulted  from  these  reviews. 

Financial  Derivatives  Financial  derivatives  are  used  only  to 
reduce  risk  in  conjunction  with  specific  business  transactions. 
The  company  periodically  purchased  forward  contracts  on  firm 
commitments  to  minimize  the  risk  of  foreign  currency  fluctua¬ 
tions.  None  of  these  contracts  were  significant. 

Reclassifications  Certain  prior-period  amounts  have  been 
reclassified  to  conform  with  the  current-year  presentation. 
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Quarterly  Results  (Unaudited) 

Quarterly  results  are  determined  in  accordance  with  annual 
accounting  policies.  They  include  certain  items  based  upon 
estimates  for  the  entire  year.  Summarized  quarterly  results  for 
the  last  two  years  were  as  follows: 

.  .  „  ....  1997  Quarter 

(dollars  in  millions,  _  1997 


except  per  share) 

First 

Second 

Third 

Fourth 

Year 

Revenues 

$2,675 

$2,749 

$2,969 

$4,292 

$12,685 

Cost  of  sales 

$1,881 

$1,921 

$2,097 

$2,833 

$  8,732 

Net  earnings 

$  98 

S  116 

$  120 

S  445 

$  779 

Basic  earnings  per  share 

$  0.39 

$  0.48 

$  0.50 

$  1.90 

$  3.27 

Diluted  earnings 
per  share 

$  0.38 

$  0.46 

$  0.48 

$  1.79 

S  3.11 

(dollars  in  millions, 
except  per  share) 

1 996  Quarter 

1996 

First 

Second 

Third 

Fourth 

Year 

hih 

Revenues 

$2,511 

$2,533 

$2,855 

$4,101 

$12,000 

Cost  of  sales 

$1,755 

$1,773 

$2,004 

$2,694 

$  8.226 

Net  earnings 

S  98 

$  110 

~$  118 

S  423 

S  749 

Basic  earnings  per  share 

$  0.37 

$  0.42 

$  0.46 

$  1.70 

$  2.95 

Diluted  earnings 
per  share 

$  0.36 

$  0.41 

S  0.44 

S  1.61 

S  2.82 

There  are  variables  and  uncertainties  in  the  factors  used  to 
estimate  the  annual  LIFO  provision  (credit)  on  an  interim  basis. 
The  following  unaudited  supplementary  information  shows  what 
the  pro  forma  diluted  per  share  impact  of  LIFO  would  have 
been  had  the  final  variables  and  factors  been  known  at  the 
beginning  of  each  year: 

1997  1996 


Pro  As  Pro  As 

Quarter  Forma  Reported  Forma  Reported 


First 

$0.00 

$0.02 

$(0.01) 

$0.02 

Second 

0.00 

0.02 

(0.01) 

0.02 

Third 

0.00 

0.01 

(0.01) 

0.00 

Fourth 

(0.01) 

(0.06) 

(0.02) 

(0.09) 

Year 

$(0.01) 

$(0.01) 

$(0.05) 

$(0.05) 

Profit  Sharing 

The  company  has  a  qualified  profit-sharing  plan  that  covers 
substantially  all  associates  who  work  1 ,000  hours  or  more  in 
a  year  and  have  attained  age  21 .  The  plan  is  a  defined-contri- 
bution  program  that  provides  for  discretionary  matching  alloca¬ 
tions  at  a  variable  matching  rate  generally  based  upon  changes 
in  the  company’s  annual  earnings  per  share,  as  defined  in  the 
plan.  The  plan's  matching  allocation  value  totaled  $48  million  for 
1997,  which  represents  a  record  effective  match  rate  of  104%. 
The  matching  allocation  value  was  $43  million  and  $33  million 
in  1996  and  1995,  respectively. 


The  company's  Profit  Sharing  Plan  includes  an  Employee  Stock 
Ownership  Plan  (ESOP)  under  which  the  Profit  Sharing  Plan 
borrowed  $400  million  in  1989,  guaranteed  by  the  company,  at 
an  average  rate  of  8.5%  with  an  average  maturity  of  12  years. 
The  proceeds  were  used  to  purchase  $400  million  (788,955 
shares)  of  convertible  preference  stock  of  the  company  (ESOP 
preference  shares).  Each  share  is  convertible  into  22.525  shares 
of  common  stock  and  has  a  stated  value  of  $22.51  per  com¬ 
mon  share  equivalent.  The  annual  dividend  rate  on  the  ESOP 
preference  shares  is  7.5%. 

The  $342  million  outstanding  portion  of  the  guaranteed  ESOP 
debt  is  reflected  on  the  consolidated  balance  sheet  as  long¬ 
term  debt  because  the  company  will  ultimately  fund  the  required 
debt  service.  The  company’s  contributions  to  the  ESOP,  along 
with  the  dividends  on  the  ESOP  preference  shares,  are  used 
to  repay  the  loan  principal  and  interest.  Interest  expense  associ¬ 
ated  with  the  ESOP  debt  was  $29  million  in  1997,  $31  million 
in  1996,  and  $32  million  in  1995.  ESOP  preference  shares’ 
dividends  were  $26  million  in  1997  and  1996,  and  $28  million 
in  1995.  ESOP  debt  principal  payments  began  in  1993.  The 
release  of  ESOP  preference  shares  is  based  upon  debt-service 
payments.  Upon  release,  the  shares  are  allocated  to  participat¬ 
ing  associates'  accounts.  Unearned  compensation,  initially  an 
equal,  offsetting  amount  to  the  $400  million  guaranteed  ESOP 
debt,  has  been  adjusted  for  the  difference  between  the  expense 
related  to  the  ESOP  and  cash  payments  to  the  ESOP.  It  is 
reduced  as  principal  is  repaid. 

The  company's  expense  related  to  the  Profit  Sharing  Plan  was 
$24  million,  $22  million,  and  $17  million  in  1997,  1996,  and 
1995,  respectively. 

At  January  31, 1998,  the  Profit  Sharing  Plan  beneficially  owned 
1 1 .0  million  shares  of  the  company’s  common  stock  and  100% 
of  the  company’s  ESOP  preference  shares.  These  holdings 
represent  10.6%  of  the  company's  common  stock. 

Pension 

The  company  has  two  qualified  defined-benefit  retirement  plans 
that  cover  substantially  all  associates  who  work  1 ,000  hours 
or  more  in  a  year  and  have  attained  age  21 .  The  plans  are  non¬ 
contributory.  They  provide  benefits  based  upon  years  of  service 
and  pay  during  employment. 

The  company  also  maintains  two  nonqualified  supplementary 
defined-benefit  retirement  plans  for  certain  associates. 

Pension  expense  is  based  on  information  provided  by  an  outside 
actuarial  firm,  which  uses  assumptions  to  estimate  the  total 
benefits  ultimately  payable  to  associates  and  then  allocates 
this  cost  to  service  periods.  The  actuarial  assumptions  used  to 
calculate  pension  costs  are  reviewed  annually. 


22 


The  following  tables  summarize  the  funded  status  of  the  plans, 
components  of  pension  expense,  actuarial  assumptions,  and 
definitions  of  terms  for  both  the  qualified  and  nonqualified  plans. 

Qualified  Plans  (funded) 

(dollars  in  millions) 


Actuarial  Present  Value  of  Benefit  Obligations: 
Vested  benefit  obligation 
Nonvested  benefit  obligation 

Accumulated  benefit  obligation  (ABO) 
Estimated  effect  of  future  salary  increases 

Projected  benefit  obligation  (PBO) 

Plan  assets  at  fair  value  (primarily 
equity  and  fixed  income  securities) 

Plan  assets  in  excess  of  PBO 
Unrecognized  obligation 
Unrecognized  gain 
Unrecognized  prior  service  cost 
Accrued  pension  cost 
Plan  assets  in  excess  of  ABO 


Nonqualified  Plans  (unfunded) 
(dollars  in  millions) 


Actuanal  Present  Value  of  Benefit  Obligations: 
Vested  benefit  obligation 
Nonvested  benefit  obligation 

Accumulated  benefit  obligation  (ABO) 
Estimated  effect  of  future  salary  increases 

Projected  benefit  obligation  (PBO) 

Plan  assets  at  fair  value 

Plan  assets  less  than  PBO 
Unrecognized  obligation 
Unrecognized  loss 
Unrecognized  pnor  service  cost 
Accrued  pension  cost 
Plan  assets  less  than  ABO 


1997 

1996 

$406 

$323 

27 

27 

~~  433 

350 

43 

33 

383 

490 

409 

14 

26 

4 

(20) 

1 

(32) 

2 

2 

$  (3) 

$  (3) 

: 

$  59 

1997 

1996 

bh 

$  69 

$62 

17 

13 

86 

75 

16 

15 

102 

90 

0 

0 

(102) 

(90) 

1 

2 

10 

3 

13 

13 

S  (78) 

$(72) 

$(86) 

$(75) 

The  accrued  pension  cost  is  included  in  other  liabilities  on  the 
accompanying  balance  sheet.  Accrued  pension  cost  principally 
represents  amounts  expensed  but  not  yet  contributed  to  the 
nonqualified  supplementary  retirement  plans. 

Components  of  Pension  Expense  (all  plans) 

(dollars  in  millions) 


1997 


1996 


1995 


Service  cost 

$28 

$27 

$21 

Interest  on  PBO 

34 

24 

22 

Expected  return  on  assets 

(30) 

(20) 

(18) 

Net  amortization 

2 

3 

Total 

$34 

S31 

$28 

January  1 , 


Actuarial  Assumptions 

1998 

1997 

Discount  rate 

7.0  % 

7.5  % 

Expected  return  on  plan  assets 

7.25 

7.75 

Salary  increase 

4.5 

4.5 

1996 

7.0  % 

7.25 

4.5 


At  the  end  of  1 997,  the  discount  rate  was  decreased  as  a  result 
of  a  general  decrease  in  interest  rates  during  the  year. 


Definitions  of  Terms: 

ABO  is  the  actuarial  present  value  of  benefits  (both  vested  and  nonvested) 
attributed  by  the  pension  benefit  formula  to  prior  associate  service:  it  is 
based  on  current  and  past  compensation  levels. 

PBO  is  the  actuarial  present  value  of  benefits  attributed  by  the  pension 
benefit  formula  to  prior  associate  service:  it  takes  into  consideration  future 
salary  increases. 

Net  amortization  is  the  net  effect  during  the  period  of  the  delayed  recogni¬ 
tion  provisions  of  SFAS  No.  87. 

Another  important  element  in  the  retirement  programs  for 
associates  is  the  federal  Social  Security  system,  into  which  the 
company  paid  $144  million  in  1997  as  its  matching  contribution 
to  the  $144  million  paid  in  by  associates. 

The  company  provides  postretirement  life  and/or  health  bene¬ 
fits  for  certain  associates.  At  the  end  of  1997,  the  company 
decreased  the  discount  rate  assumption  from  7.5%  to  7.0%, 
which  resulted  in  a  $2  million  increase  in  the  present  value  of 
future  obligations.  As  of  January  31 ,  1998,  the  company's 
estimated  present  value  of  future  obligations  for  postretirement 
benefits  was  $44  million,  of  which  $42  million  was  accrued  in 
other  liabilities  on  the  accompanying  balance  sheet.  As  provided 
in  SFAS  No.  106,  "Employers’  Accounting  for  Postretirement 
Benefits  Other  Than  Pensions,”  an  unrecognized  net  loss  of  less 
than  10%  of  the  liability  need  not  be  amortized.  The  estimated 
future  obligations  are  based  upon  assumed  annual  health  care 
cost  increases  of  1 1%  for  1998,  decreasing  by  1%  annually  to 
7%  for  2002  and  future  years.  A  one-percentage-point  increase/ 
decrease  in  the  assumed  annual  health  care  cost  increases 
would  increase/decrease  the  present  value  of  estimated  future 
obligations  for  postretirement  benefits  by  $1  million.  The  post¬ 
retirement  plan  is  unfunded.  The  postretirement  expense  was 
$3  million  in  1997  and  1996,  and  $2  million  in  1995. 

Taxes 

The  provision  for  income  taxes  and  the  related  percent  of  pretax 
earnings  for  the  last  three  years  were  as  follows: 


(dollars 
in  millions) 


1997 


1996 


1995 


% 


% 


Federal 

$359 

$344 

$343 

State  and  local 

65 

69 

70 

Taxes  currently 

payable 

424 

33.2% 

413 

33.6% 

413 

Federal 

64 

58 

40 

State  and  local 

12 

12 

7 

Deferred  taxes 

76 

5.9 

70 

5.7 

47 

Total 

$500 

39.1% 

$483 

39.3% 

$460 

35.79b 


4.0 

"397% 
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The  reconciliation  between  the  statutory  federal  income  tax  rate 
and  the  effective  income  tax  rate  for  the  last  three  years  follows: 


1997 

1996 

1995 

Statutory  federal  income  tax  rate 

35.0% 

35.0% 

35.0% 

State  and  local  income  taxes 

Federal  tax  benefit  of  state 

6.0 

6.6 

6.7 

and  local  mcome  taxes 

(2.1) 

(2.3) 

(2.3) 

Other,  net 

0.2 

- 

0.3 

Effective  income  tax  rate 

39.1% 

39.3% 

39.7% 

Major  components  of  deferred  tax  assets  and  (liabilities)  were 
as  follows: 


(dollars  in  millions) 

Jan.  31 , 
1998 

Feb.  1, 
1997 

Accrued  expenses  and  reserves 

Deferred  and  other  compensation 

Depreciation/amortization  and  basis  differences 

Other  deferred  income  tax  liabilities,  net 

$  144 
116 
(460) 
(224) 

$130 

103 

(407) 

(155) 

Net  deferred  income  taxes 

Less:  Net  current  deferred  income  tax  assets 

(424) 

25 

(329) 

72 

Noncurrent  deferred  income  taxes 

$(449) 

$(401) 

(dollars  in  millions, 
except  per  share) 

1995 

Net 

Earnings 

Shares 

Earnings 
per  Share 

Net  earnings 

$700 

ESOP  preference 

shares’  dividends 

(19) 

Basic  earnings  per  share 

681 

248.9 

$2.73 

ESOP  preference  shares 

12 

14.9 

Assumed  exercise  of  options 

(treasury  stock  method) 

- 

1.0 

Diluted  earnings  per  share 

$693 

264.8 

$2.61 

Accounts  Receivable 

During  1997,  credit  sales  under  department  store  credit  pro¬ 
grams  were  $5.8  billion,  or  45.6%  of  1997  revenues;  this  com¬ 
pares  with  50.0%  in  1996  and  54.5%  in  1995.  An  estimated 
28  million  customers  hold  credit  cards  under  the  company’s 
various  credit  programs.  Sales  made  through  third-party  credit 
cards  totaled  $3.6  billion  in  1 997,  compared  with  $3.0  billion  in 
1996  and  $2.4  billion  in  1995. 


Net  current  deferred  income  tax  assets  are  included  in  other 
current  assets  in  the  accompanying  balance  sheet. 

Earnings  per  Share 

During  1997,  the  company  adopted  SFAS  No.  128,  “Earnings 
per  Share,”  for  all  periods.  The  following  tables  reconcile  net 
earnings  and  weighted  average  shares  outstanding  to  amounts 
used  to  calculate  basic  and  diluted  earnings  per  share  for  1 997, 
1996,  and  1995. 


1997 


(dollars  in  millions, 

Net 

Earnings 

except  per  share) 

Earnings 

Shares 

per  Share 

Net  earnings 

ESOP  preference 

$779 

shares'  dividends 

(18) 

Basic  earnings  per  share 

761 

232.3 

$3.27 

ESOP  preference  shares 

Assumed  exercise  of  options 

14 

15.2 

(treasury  stock  method) 

- 

1.5 

Diluted  earnings  per  share 

$775 

249.0 

$3.11 

1996 


(dollars  in  millions, 

Net 

Earnings 

except  per  share) 

Earnings 

Shares 

per  Share 

Net  earnings 

ESOP  preference 

$749 

shares’  dividends 

(18) 

Basic  earnings  per  share 

731 

247.2 

$2.95 

ESOP  preference  shares 

Assumed  exerase  of  options 

13 

15.4 

(treasury  stock  method) 

- 

1.5 

Diluted  earnings  per  share 

$744 

264.1 

$2.82 

Net  accounts  receivable  consisted  of: 


(dollars  in  millions) 

Jan.  31, 
1998 

Feb.  1, 
1997 

Customer  accounts  receivable 

Other  accounts  receivable 

$2,167 

93 

$2,410 

119 

Total  accounts  receivable 

Allowance  for  uncollectible  accounts 

2,260 

(96) 

2.529 

(104) 

Accounts  receivable,  net 

$2,164 

$2,425 

The  fair  value  of  trade  accounts  receivable  approximates  their 
carrying  values  at  January  31 ,  1998,  and  February  1,  1997,  due 
to  the  short-term  nature  of  these  accounts. 

Other  Current  Assets 

In  addition  to  net  current  deferred  income  tax  assets,  other  cur¬ 
rent  assets  consisted  of  prepaid  expenses  and  supply  inventories 
of  $57  million  and  $56  million  in  1997  and  1996,  respectively. 


Other  Assets 

Major  components  of  other  assets  included: 


(dollars  in  millions) 

Jan.  31, 
1998 

Feb.  1, 
1997 

Notes  receivable 

$29 

$32 

Deferred  debt  expense 

30 

31 
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Accrued  Expenses 

Major  components  of  accrued  expenses  included: 


(dollars  in  millions) 

Jan.  31 , 
1998 

Feb.  1, 
1997 

Insurance  costs 

$164 

$153 

Salanes,  wages,  and  employee  benefits 

112 

105 

Sales,  use.  and  other  taxes 

97 

91 

Interest  and  rent  expense 

92 

94 

Advertising  and  other  operating  expenses 

65 

51 

Store  closings  and  real  estate-related  expenses 

38 

51 

Construction  costs 

34 

44 

Short-term  Debt  and  Lines  of  Credit 

Short-term  borrowings  for  the  last  three  years  were: 

(dollars  in  millions) 


Balance  outstanding  at  year  end 
Average  balance  outstanding 
Average  interest  rate  on  average  balance 
Maximum  balance  outstanding 


1997 

1996 

1995 

$182 

$  35 

$  75 

5.7% 

5.7% 

6.2* 

$487 

$178 

$246 

The  average  balance  of  short-term  borrowings  outstanding, 
primarily  commercial  paper,  and  the  respective  weighted 
average  interest  rates  are  based  on  the  number  of  days  such 
short-term  borrowings  were  outstanding  during  the  year.  The 
company  has  $750  million  available  under  a  credit  agreement. 

Long-term  Debt 

Long-term  debt  and  capital  lease  obligations  were: 


(dollars  in  millions) 

Jan.  31, 
1998 

Feb.  1, 
1997 

5.7%  to  10.75%  unsecured  notes  and 
sinking-fund  debentures  due  1998-2036 

$3,630 

S3.981 

3.0%  to  10.0%  mortgage  notes  and 
bonds  due  2000-2012 

62 

66 

Debt 

3.692 

4,047 

Capital  lease  obligations 

53 

58 

Total  debt  and  capftal  lease  obligations 

3,745 

4,105 

Less  current  mat  unties 

233 

256 

Total  long-term 

$3,512 

$3,849 

In  the  first  quarter  of  1997,  the  company  called  $100  million  of 
9.875%  debentures  due  to  mature  June  1,  2017,  and  recorded 
an  extraordinary  aftertax  loss  of  $4  million  ($5  million  pretax). 

During  the  1996  fourth  quarter,  the  company  called  $150  million 
of  9.125%  debentures  due  to  mature  December  1 , 2016,  and 
recorded  an  extraordinary  aftertax  loss  of  $5  million  ($8  million 
pretax). 


During  the  1 995  fourth  quarter,  the  company  recorded  an 
extraordinary  aftertax  loss  of  $3  million  ($5  million  pretax),  as 
it  executed  a  binding  contract  to  call  $112  million  of  9.25% 
debentures  due  to  mature  March  1,  2016.  The  debentures 
were  called  on  March  1, 1996. 

The  annual  maturities  of  long-term  debt,  including  sinking 
fund  requirements,  are  $233  million,  $93  million,  $246  million, 
$79  million,  and  $268  million  for  1 998  through  2002. 

The  net  book  value  of  property  and  equipment  encumbered 
under  long-term  debt  agreements  was  $127  million  at 
January  31, 1998. 

The  fair  value  of  long-term  debt  (excluding  capital  lease  obli¬ 
gations)  was  approximately  $4.2  billion  and  $4.4  billion  at 
January  31,  1998,  and  February  1 ,  1997,  respectively.  The 
fair  value  was  determined  using  borrowing  rates  for  debt  instru¬ 
ments  with  similar  terms  and  maturities.  The  increase  in  the 
spread  between  fair  value  and  the  carrying  amount  of  long-term 
debt  in  1 997  compared  with  1 996  was  due  to  lower  interest 
rates  at  the  end  of  1 997. 


Lease  Obligations 

The  company  owns  approximately  75%  of  its  stores.  Rental 
expense  for  the  company’s  operating  leases  consisted  of: 


(dollars  in  millions) 

1997 

1996 

1995 

Minimum  rentals 

$47 

$45 

$38 

Contingent  rentals  based  on  sales 

17 

17 

15 

Real  properly  rentals 

64 

62 

53 

Equipment  rentals 

4 

4 

4 

Total 

$68 

$66 

$57 

Future  minimum  lease  payments  at  January  31 ,  1998.  were  as 
follows: 


(dollars  in  millions) 

Capital 

Leases 

Operating 

Leases 

Total 

1998 

$  7 

$  46 

$  53 

1999 

7 

42 

49 

2000 

7 

39 

46 

2001 

7 

35 

42 

2002 

6 

33 

39 

After  2002 

100 

299 

399 

Minimum  lease  payments 

$134 

$494 

$628 

Less  imputed  interest  component 

Present  value  of  net  minimum 
lease  payments  of  which 
Si  million  is  included  in 
current  liabilities 


81 


S  53 


The  present  value  of  operating  leases  was  $260  million  at 
January  31,  1998. 


The  May  Department  Stores  Company 
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Property  under  capital  leases  is  summarized  as  follows: 


(dollars  in  millions) 

Jan.  31 , 
1998 

Feb.  1, 
1997 

Cost 

$62 

$68 

Accumulated  amortization 

(33) 

(34) 

Total 

$29 

$34 

Other  Liabilities 

In  addition  to  accrued  pension  and  postretirement  costs, 
other  liabilities  consisted  principally  of  deferred  compensation 
liabilities  of  Si  54  million  at  January  31 ,  1998,  and  $151  million 
at  February  1,  1997.  Under  the  company’s  deferred  compensa¬ 
tion  plan,  eligible  associates  may  elect  to  defer  a  portion  of 
their  compensation  each  year  into  cash  and/or  stock  unit  alter¬ 
natives.  The  company  makes  payments  in  shares  to  settle 
obligations  with  participants  who  defer  in  stock  units,  and  it 
maintains  shares  in  treasury  sufficient  to  settle  all  outstanding 
stock  unit  obligations. 

Preference  Stock 

The  company  is  authorized  to  issue  up  to  25,000,000  shares 
of  $.50  par  value  preference  stock.  As  of  January  31 ,  1998, 
800,000  ESOP  preference  shares  were  authorized  and  665,866 
were  outstanding. 

The  ESOP  preference  shares  are  shown  separately  outside  of 
shareowners’  equity  in  the  consolidated  balance  sheet  because 
the  shares  are  redeemable  by  the  holder  or  by  the  company  in 
certain  situations. 

Common  Stock  Repurchase  Programs 

During  1997  and  1996,  the  company  repurchased  $300  mil¬ 
lion  and  $600  million  of  May  common  stock  (6.4  million  and 
12.7  million  shares,  respectively)  in  the  open  market. 

In  addition,  on  February  12,  1998,  the  company  announced 
plans  to  repurchase  up  to  $650  million  of  May  common  stock. 
Such  purchases  will  be  made  in  the  open  market  as  market 
conditions  and  regulatory  rules  allow. 

Stock  Option  and  Stock-related  Plans 

Under  the  company’s  common  stock  option  plans,  options  are 
granted  at  the  market  price  on  the  date  of  grant.  Options  to 
purchase  may  extend  for  up  to  10  years,  may  be  exercised  in 
installments  only  after  stated  intervals  of  time,  and  are  condi¬ 
tional  upon  continued  active  employment  with  the  company. 
The  options  may  be  exercised  during  certain  periods  following 
retirement,  disability,  or  death. 
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During  1996,  the  number  of  stock  options  and  option  prices 
were  adjusted  proportionally  to  reflect  the  distribution  of  Payless 
common  shares  to  May  common  shareowners. 

A  summary  of  the  status  of  the  various  stock  option  plans  at 
the  end  of  1997  and  1996  and  of  the  changes  within  years  is 
presented  below: 


(shares  in 
thousands) 

Outstanding 
at  beginning 
of  year 
Granted 
Exerctsed 
Forfeited  or 
expired 

Outstanding  at 
end  of  year 

Exercisable  at 
end  of  year 

Shares  available 
for  additional 
grants 

Fair  value 
of  options 
granted 


1997 

1996 

Exercise 

Average 

Exercise 

Average 

Price 

Exercise 

Price 

Exercise 

Shares 

Range 

Price 

Shares 

Range 

Price 

6,721 

$11-49 

$37 

5,687 

$11-40 

$32 

2,105 

47-55 

48 

2,583 

43-49 

45 

(1,590) 

11-47 

31 

(1,042) 

j  11-40 

28 

(416) 

19-55 

42 

(507) 

25-45 

36 

6,820 

$11-55 

$42 

6,721 

$11-49 

$37 

2,143 

$11-49 

$36 

2,186 

$11-40 

$31 

7.647 

9,349 

$17 

$17 

The  following  table  summarizes  information  about  stock  options 
outstanding  at  January  31,  1998: 

Options  Outstanding 


Options  Exercisable 


Exercise 

Price 

Range 


Number 
Outstanding 
at  Jan.  31 
(in  thousands) 


Average 

Remaining 

Contractual 

Life 


Average 

Exercise 

Price 


Number 
Exercisable 
at  Jan.  31 
(in  thousands) 


Average 

Exercise 

Life 


$  ii 

3 

3 

$11 

3 

3 

24-36 

2,333 

6 

32 

1,450 

6 

36-54 

4.418 

8 

44 

690 

8 

55 

66 

10 

- 

- 

- 

6,820 

8 

36 

2,143 

6 

Under  the  1994  Stock  Incentive  Plan,  the  company  is  autho¬ 
rized  to  grant  a  maximum  of  1 .75  million  shares  of  restricted 
stock  to  management  associates.  No  monetary  consideration 
is  paid  by  associates  who  receive  restricted  stock.  Restricted 
stock  can  be  granted  with  or  without  performance  restrictions. 
Restrictions,  including  performance  restrictions,  lapse  over 
periods  of  up  to  10  years,  as  determined  at  the  date  of  the 
grant.  In  1997  and  1996,  the  company  granted  123,032  and 
257,790  shares  of  restricted  stock,  respectively,  under  the  1994 
$tock  Incentive  Plan. 


The  company’s  plans  are  accounted  for  as  provided  by  APB 
Opinion  No.  25.  For  stock  options,  no  compensation  cost  has 
been  recognized  because  the  option  exercise  price  is  fixed 
at  the  market  price  on  the  date  of  grant.  For  restricted  stock 
grants,  compensation  expense  is  based  upon  the  grant  date 
market  price;  it  is  recorded  over  the  lapsing  period.  For  perfor¬ 
mance-based  restricted  stock,  compensation  expense  is 
recorded  over  the  performance  period  based  on  estimates 
of  performance  levels. 

As  an  alternative  to  accounting  for  stock-based  compensation 
under  APB  No.  25,  SFAS  No.  123,  “Accounting  for  Stock- 
based  Compensation,"  establishes  a  fair- value  method  of 
accounting  for  employee  stock  options  or  similar  equity  instru¬ 
ments.  The  company  used  the  Black-Scholes  option  pricing 
model  to  estimate  the  grant  date  fair  value  of  its  1995  and  later 
option  grants.  The  fair  value  is  recognized  over  the  option 
vesting  period.  As  the  fair  value  represents  only  1995  and  later 
option  grants,  the  pro  forma  impact  shown  below  may  not  be 
representative  of  future  years.  Had  compensation  cost  for  these 
plans  been  determined  in  accordance  with  SFAS  No.  123,  the 
company’s  net  earnings  and  net  earnings  per  share  would  have 
been  as  follows: 


(dollars  in  millions,  except  per  share) 

1997 

1996 

1995 

Net  earnings  from  continuing  operations: 

As  reported 

Pro  forma 

$  779 
766 

$  749 
740 

$700 

697 

Basic  EPS  from  continuing  operations: 

As  reported 

Pro  forma 

$3.27 

3.22 

$2.95 

2.92 

$2.73 

2.72 

Diluted  EPS  from  continuing  operations: 

As  reported 

Pro  forma 

$3.11 

3.07 

$2.82 

2.79 

$2.61 

2.60 

Shareowner  Rights  Plan 

The  company  has  a  Shareowner  Rights  Plan  (Preferred  Stock 
Purchase  Rights)  under  which  a  right  is  attached  to  each  share 
of  the  company’s  common  stock.  The  rights  become  exercis¬ 
able  only  under  certain  circumstances  involving  actual  or  poten¬ 
tial  acquisitions  of  the  company’s  common  stock  by  a  person 
or  by  affiliated  persons.  Depending  upon  the  circumstances, 
if  the  rights  become  exercisable,  the  holder  may  be  entitled  to 
purchase  units  of  the  company’s  preference  stock,  shares  of 
the  company’s  common  stock,  or  shares  of  common  stock  of 
the  acquiring  person.  The  rights  will  remain  in  existence  until 
August  31,  2004,  unless  they  are  terminated,  extended,  exer¬ 
cised  or  redeemed. 

Acquisition 

In  July  1996,  the  company  purchased  13  former  Strawbridge  & 
Clothier  department  stores  in  the  greater  Philadelphia  area.  The 
company  delivered  4.5  million  shares  of  May  common  stock 
and  assumed  $255  million  of  debt  and  certain  other  liabilities  in 
exchange  for  the  Strawbridge  &  Clothier  department  store 
assets. 

This  asset  acquisition  has  been  accounted  for  as  a  purchase. 
Accordingly,  the  operating  results  of  the  acquired  stores  have 
been  included  in  the  company’s  consolidated  results  since  the 
acquisition  date.  The  acquisition  did  not  have  a  material  effect 
on  the  results  of  operations  or  financial  position  of  the  company 
in  1996. 

Discontinued  Operation 


The  following  Black-Scholes  assumptions  were  used  in  the  cal¬ 
culations  above: 


Risk-free  interest  rate 

6.6% 

6.8% 

Expected  dividend  yield 

$1.20 

$1.16 

Option  life 

10  yrs. 

10  yrs. 

Expected  volatility 

24% 

25% 

6.4* 
Si. 14 
10  yrs. 


The  company  spun  off  Payless  effective  May  4, 1996.  as  a 
tax-free  distribution  to  shareowners.  The  company’s  financial 
statements  presented  herein  reflect  Payless  as  a  discontinued 
operation. 

Payless  revenues  were  $601  million  and  $2,330  million,  in  1996 
and  1995,  respectively.  The  reported  net  earnings  from  the  dis¬ 
continued  operation  were  net  of  $16  million  and  $36  million  in 
income  tax  expense  for  1996  and  1995,  respectively. 
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Eleven-year  Financial  Summary 


(dollars  in  millions,  except  per  share)  1 997  1 996  1 995 


Net  Retail  Sales 

512,352 

S1 1 ,546 

$10,402 

Operations 

Revenues 

$12,685 

$12,000 

$10,952 

Cost  of  sales 

8,732 

8,226 

7,461 

Selling,  general,  and  administrative  expenses 

2,375 

2,265 

2,081 

Interest  expense,  net 

299 

277 

250 

Earnings  from  continuing  operations 
before  income  taxes 

1,279 

1,232 

1,160 

Provision  for  income  taxes 

500 

483 

460 

Net  Earnings  from  Continuing  Operations 

779 

749 

700 

LIFO  charge  (credit) 

(5) 

(20) 

(53) 

Net  earnings 

775 

755 

752 

Depreciation  and  amortization 

412 

374 

333 

Cash  flow  from  operations 1 

1,191 

1,123 

1,033 

Net  issuances  (repayments)  of  long-term  debt 2 

(340) 

412 

444 

Capital  expenditures 

496 

632 

801 

Dividends  on  common  stock 

279 

287 

277 

Per  Share 

Net  Earnings  from  Continuing  Operations3 

$  3.11 

S  2.82 

$  2.61 

Net  earnings  3-4 

3.10 

2.84 

2.81 

Dividends  paid  5 

1.20 

1.16 

1.12 

Book  value 

16.49 

15.41 

18.42 

Market  price  —  high 

57.13 

52.25 

46.25 

—  low 

43.63 

40.50 

33.50 

—  average  of  high  and  low 

50.38 

46.38 

39.88 

Financial  Position 

Customer  accounts  receivable 

S  2,167 

$  2,410 

$  2,377 

Merchandise  inventories 

2,433 

2,380 

2,134 

Working  capital 

3,012 

3,156 

3,536 

Property  and  equipment,  net 

4,224 

4,159 

3,744 

Long-term  debt  and  preference  stock 

3,849 

4,196 

3,701 

Shareowners’  equity 

3,809 

3,650 

4,585 

Total  assets 

9,930 

10,059 

10,122 

Statistics 

Percent  of  revenues: 

Net  earnings  from  continuing  operations 

6.1% 

6.2% 

6.4% 

Cash  flow  from  operations 1 

9.4 

9.3 

9.4 

Return  on  equity 

21.2 

19.4 

20.8 

Return  on  net  assets 

18.5 

18.8 

20.1 

Stores  Open  at  Year-end 

369 

365 

346 

Average  Shares  Outstanding  and  Equivalents 

Basic 

232.3 

247.2 

248.9 

Diluted 

249.0 

264.1 

264.8 

All  years  included  52  weeks,  except  1995  and  1989.  which  included  53  weeks.  Net  retail  sales  for  1995  and  1989  are 
shown  on  a  52-week  basis  for  comparability. 

1  Cash  flow  from  operations  represents  net  earnings  and  depreciation/ amortization  from  continuing  operations.  It  is  different 
from  cash  flow  from  operating  activities  as  shown  on  the  statement  of  cash  flows. 

2  Net  issuances  (repayments)  of  long-term  debt  exdude  S247  million  of  debt  assumed  in  the  Strawbridge  &  Clothier  acquisition 
in  1996,  the  elimination  of  $618  million  of  MCAC  loans  in  1992,  and  $400  million  of  guaranteed  ESOP  debt  in  1989. 

3  Represents  earnings  per  share  on  a  diluted  basis. 


1994  1993 


1992  1991 


1990  1989 


1988 

1987 

$6,103 

S4.681 

$7,742 

$6,415 

5.348 

4,492 

1,645 

1,325 

196 

77 

553 

521 

191 

203 

362 

318 

(3) 

8 

534 

444 

236 

187 

599 

505 

891 

(61) 

292 

353 

184 

170 

$  1.23 

$  1.03 

1.81 

1.44 

.62 

.56 

10.75 

9.13 

20.00 

25.44 

14.38 

11.13 

17.19 

18.28 

$2,099 

$1,590 

1,141 

880 

2.123 

1,827 

2,285 

1,830 

2,384 

1,048 

3,050 

2,723 

7,374 

5,464 

4.7% 

5.0^ 

7.7 

7.9 

18.6 

17.0 

16.2 

15.7 

297 

258 

294.0 

303.7 

294.8 

306.3 

4  Basic  earnings  per  share  were  $.16  higher  in  1997,  $.14  higher  in  1996,  $.13  higher  in  1995.  $.15  higher  in  1994. 
$.14  higher  in  1993.  $.10  higher  in  1992.  $.08  higher  m  1991.  $.07  higher  in  1990.  $.06  higher  in  1989.  and  $.01 
higher  in  each  of  1988  and  1987. 

5  The  annual  dividend  was  increased  to  $1.27  per  share  effective  with  the  March  15.  1998,  dividend  payment. 

*  Pretax  earnings  include  a  net  charge  of  $187  million  from  special  and  nonrecurring  items,  and  income  taxes  include 
a  tax  benefit  of  $1 87  million  from  special  and  nonrecurring  items. 

'*  Based  on  pretax  earnings  before  special  and  nonrecumng  items. 
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Management’s  Responsibility  and 
Report  of  Independent  Public  Accountants 


Management’s  Responsibility 

Report  of  Management  Management  is  responsible  for  the 
preparation,  integrity,  and  objectivity  of  the  financial  information 
included  in  this  annual  report.  The  financial  statements  have 
been  prepared  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis.  The  preparation  of 
financial  statements  in  conformity  with  generally  accepted 
accounting  principles  requires  management  to  make  estimates 
and  assumptions  that  affect  the  reported  amounts.  Although  the 
financial  statements  reflect  all  available  information  and  manage¬ 
ment’s  judgment  and  estimates  of  current  conditions  and  cir¬ 
cumstances,  prepared  with  the  assistance  of  specialists  within 
and  outside  the  company,  actual  results  could  differ  from  those 
estimates. 

Management  has  established  and  maintains  an  internal  control 
structure  to  provide  reasonable  assurance  that  assets  are  safe¬ 
guarded  against  loss  from  unauthorized  use  or  disposition,  that 
the  accounting  records  provide  a  reliable  basis  for  the  prepara¬ 
tion  of  financial  statements,  and  that  such  financial  statements 
are  not  misstated  due  to  material  fraud  or  error.  Internal  controls 
include  the  careful  selection  of  associates,  the  proper  segrega¬ 
tion  of  duties,  and  the  communication  and  application  of  formal 
policies  and  procedures  that  are  consistent  with  high  standards 
of  accounting  and  administrative  practices.  An  important  ele¬ 
ment  of  this  structure  is  a  comprehensive  internal  audit  pro¬ 
gram.  Management  continually  reviews,  modifies,  and  improves 
its  systems  of  accounting  and  controls  in  response  to  changes 
in  business  conditions  and  operations,  and  in  response  to  rec¬ 
ommendations  in  the  reports  prepared  by  the  independent  pub¬ 
lic  accountants  and  internal  auditors. 

Management  believes  that  it  is  essential  for  the  company  to 
conduct  its  business  affairs  in  accordance  with  the  highest  ethi¬ 
cal  standards  and  in  conformity  with  the  law.  This  standard  is 
described  in  the  company's  policies  on  business  conduct, 
which  are  publicized  throughout  the  company. 

Audit  Committee  of  the  Board  of  Directors  The  Board  of 
Directors,  through  the  activities  of  its  Audit  Committee,  partici¬ 
pates  in  the  reporting  of  financial  information  by  the  company. 
The  committee  meets  regularly  with  management,  the  internal 
auditors,  and  the  independent  public  accountants.  The  com¬ 
mittee  met  five  times  during  1997.  It  reviewed  the  scope,  timing, 
and  fees  for  the  annual  audit  and  the  results  of  audit  examina¬ 
tions  completed  by  the  internal  auditors  and  independent  public 
accountants.  The  audit  results  included  recommendations  to 
improve  certain  internal  controls  and  the  follow-up  reports  pre¬ 
pared  by  management.  The  independent  public  accountants 


and  internal  auditors  have  free  access  to  the  committee  and 
the  Board  of  Directors.  They  attend  each  meeting  of  the  com¬ 
mittee.  The  members  of  the  Audit  Committee  are  Russell  E. 
Palmer  (chairman),  Helene  L.  Kaplan,  Edward  H.  Meyer, 

Michael  R.  Quinlan,  William  P.  Stiritz,  Robert  D.  Storey,  and 
Murray  L.  Weidenbaum. 

The  Audit  Committee  reports  the  results  of  its  activities  to  the 
full  Board  of  Directors. 

Report  of  Independent  Public  Accountants 

To  the  Board  of  Directors  and  Shareowners  of  The  May 
Department  Stores  Company: 

We  have  audited  the  accompanying  consolidated  balance 
sheet  of  The  May  Department  Stores  Company  (a  Delaware 
corporation)  and  subsidiaries  as  of  January  31, 1998,  and 
February  1 ,  1 997,  and  the  related  consolidated  statements  of 
earnings,  shareowners'  equity  and  cash  flows  for  each  of  the 
three  fiscal  years  in  the  period  ended  January  31,  1998.  These 
financial  statements  are  the  responsibility  of  the  company’s 
management.  Our  responsibility  is  to  express  an  opinion  on 
these  financial  statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally 
accepted  auditing  standards.  Those  standards  require  that 
we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  statements  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis, 
evidence  supporting  the  amounts  and  disclosures  in  the 
financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made 
by  management,  as  well  as  evaluating  the  overall  financial 
statement  presentation.  We  believe  that  our  audits  provide  a 
reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above 
present  fairly,  in  all  material  respects,  the  financial  position  of 
The  May  Department  Stores  Company  and  subsidiaries  as  of 
January  31 ,  1998,  and  February  1 ,  1997,  and  the  results  of 
their  operations  and  their  cash  flows  for  each  of  the  three  fiscal 
years  in  the  period  ended  January  31 ,  1998,  in  conformity  with 
generally  accepted  accounting  principles. 

Arthur  Andersen  LLP 

1010  Market  Street 

St.  Louis,  Missouri  63101-2089 

February  11,1 998 


30 


Board  of  Directors 


1  Audit  Committee 

2  Executive  Committee 

3  Executive  Compensation 
and  Development 
Committee 

4  Finance  Committee 

5  Nominating  Committee 
*  Committee  Chairman 


John  L.  Dunham 

Executive  Vice  President 
and  Chief  Financial  Officer 

R.  Dean  Wolfe 

Executive  Vice  President. 
Acquisitions  and  Real  Estate 

Michael  R.  Quinlan  1  4 

Chairman  and 
Chief  Executive  Officer. 
McDonald’s  Corporation 


Eugene  S.  Kahn 

Executive  Vice  Chairman 

Andrall  E.  Pearson  2-  4* 

Chairman  and 
Chief  Executive  Officer. 

Tricon  Global  Restaurants.  Inc. 

Jerome  T.  Loeb  -  4 

President 


Russell  E.  Palmer  1  •  2.  3 

Chairman  and 
Chief  Executive  Officer. 

The  Palmer  Group 

Robert  D.  Storey  5 

Partner  in  Thompson 
Hine  &  Fkxy  LLP 

Helene  L  Kaplan  1  •  4-  5 

Of  Counsel.  Skadden.  Arps. 

Slate.  Meagher  &  Rom 

William  P.  Stiritz  1  •  2.  4,  5' 

Chairman  of  the  Board. 

Chief  Executive  Officer  and  President. 
Agribrands  International.  Inc. 


Edward  E.  Whitacre,  Jr.  3.  4.  5 

Chairman  of  the  Board  and 
Chief  Executive  Officer. 

SBC  Communications.  Inc. 

Edward  H.  Meyer  ^  2<  3 

Chairman  of  the  Board. 

President  and 
Chief  Executive  Officer. 

Grey  Advertising  Inc. 


David  C.  Farrell  2 

Chairman  of  the  Board  and 
Chief  Executive  Officer 

Murray  L.  Weidenbaum  1  -  4 

Chairman  of  the  Center  for  the 
Study  of  American  Business 
and  Mallinckrodt  Distinguished 
University  Professor. 
Washington  University 

Anthony  J.  Toreasio 

Vice  Chairman.  May 
Chief  Executive  Officer. 

May  Merchandising  Company 
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Company  Management 

Lord  &  Taylor 

Robinsons-May 

Famous-Barr 

May  Design  and 

Marshall  Hilsberg 

David  P.  Mullen 

Harold  S.  Brooks 

Construction  Company 

Chairman  and 

President  and 

President  and 

Richard  Tao 

Chief  Executive  Officer 

Chief  Executive  Officer 

Chief  Executive  Officer 

President 

Ronald  F.  Tanler 

Robert  M.  Soroka 

John  F.  Danahy 

Thomas  M.  Rauch,  Jr. 

President 

Chairman 

Chairman 

Chairman 

Hecht’s 

Kaufmann’s 

Meier  &  Frank 

May  Realty 

Irwin  Zazulia 

Richard  W.  Bennet  III 

Richard  A.  Maloney 

Bruce  D.  Johnston 

President  and 

President  and 

President  and 

President 

Chief  Executive  Officer 

Chief  Executive  Officer 

Chief  Executive  Officer 

Thomas  D.  Fingleton 

Clarence  0.  Reynolds 

Brian  L.  Keck 

Chairman 

Chairman 

Chairman 

Foley’s 

Filene’s 

May  Merchandising 

Thomas  J.  Hogan 

Judith  K.  Hofer 

Company 

President  and 

President  and 

Anthony  J.  Torcasio 

Chief  Executive  Officer 

Chief  Executive  Officer 

Chief  Executive  Officer 

Kenneth  L.  Wilkerson 

J.  Kent  McHose 

William  P.  McNamara 

Chairman 

Chairman 

President 

Fred  J.  Dilorio 

James  A.  Hageman 

Vice  Chairman 

Chairman 

Corporate  Management 

David  C.  Farrell 

James  F.  Harner 

Robert  G.  Cole 

Barbara  J.  Murray 

Chairman  of  the  Board  and 

Customer  Service  and 

Systems  Development 

Consumer  Research 

Chief  Executive  Officer 

Operations 

Joseph  J.  Consolo 

Robert  W.  Noeth 

Jerome  T.  Loeb 

Lonny  J.  Jay 

Visual  Merchandising  and 

Loss  Prevention  and 

President 

Planning  and  Reporting 

Store  Design 

Shortage  Control 

Eugene  S.  Kahn 

Jan  R.  Kniffen 

Michael  G.  Culhane 

Timothy  W.  Plunkett 

Executive  Vice  Chairman 

Treasurer 

Accounting  and  Reporting 

Executive  Recruiting 

Anthony  J.  Torcasio 

Joel  G.  Rebmann 

Martin  M.  Doerr 

Jayne  A.  Sikyta 

Vice  Chairman 

Credit 

Taxes 

Human  Resources 

Executive  Vice  Presidents 

Henry  A.  Wagner 

Data  Processing 

William  M.  Goddard 

Risk  Management  and 

Barry  S.  Silver 

Audit 

John  L.  Dunham 

Chief  Financial  Officer 

Vice  Presidents 

Insurance 

Kenard  E.  Smith 

Laurence  M.  Heilman 

Area  Research 

Louis  J.  Garr,  Jr. 

General  Counsel 

Donald  N.  Baxter 

Compensation  and  Benefits 

Merchandise 

Rhonda  K.  West 

Stephen  J.  Hinderberger 

Corporate  Communications 

R.  Dean  Wolfe 

Acquisitions  and 

Steven  A.  Bedard 

Training 

Planning  and  Analysis 

Frank  J.  Williams,  Jr. 

Real  Estate 

Thomas  H.  Lucas 

Public  Affairs  and 

Gabriela  E.  Bohn 

Corporate  Development 

Senior  Counsel 

Senior  Vice  Presidents 

Corporate  Purchasing 

Tim  D.  Meyer 

William  D.  Edkins 

Richard  A.  Brickson 

Capital  Planning  and  Analysis 

Strategic  Planning 

Secretary  and 

Senior  Counsel 

Mary  F.  Morgan 

Douglas  J.  Giles 

Sally  A.  Bronco 

Assistant  to  the 

Human  Resources 

Executive  Vice  Chairman 
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Executive  Development 

Shareowner  Information 


Corporate  Headquarters 


The  May  Department  Stores  Company 
61 1  Olive  Street 
St.  Louis,  Mo.  63101-1799 
(314)  342-6300 


1 998  Annual  Meeting 


The  Annual  Meeting  of  Shareowners  will  be  held  at 
10  a.m.,  Friday,  May  22,  at  America’s  Center,  Washington 
at  Eighth  Street,  St.  Louis,  Mo. 


Information  Requests 


Copies  of  the  company’s  annual  report  to  shareowners, 
the  Form  10-K  annual  report  to  the  Securities  and 
Exchange  Commission,  the  Form  10-Q  quarterly  reports  to 
the  SEC,  and  quarterly  earnings  releases  are  available  free 
of  charge  to  shareowners  upon  request: 


Corporate  Communications 

The  May  Department  Stores  Company 

61 1  Olive  Street 

St.  Louis,  Mo.  63101-1799 


Recent  press  releases  are  also  available  at  our  Internet 
address:  http://www.maycompany.com  or  by  calling 
(314)  444-6869  to  obtain  copies  by  fax. 

A  summary  of  charitable  contributions  made  by  The 
May  Department  Stores  Company  Foundation  and  the 
company’s  Statement  of  Corporate  Responsibility  are 
available  upon  request  from  the  mailing  address  above. 
The  Statement  of  Corporate  Responsibility  includes  our 
policies  on  affirmative  action  and  equal  employment 
opportunity,  minority-owned  and  woman-owned  suppliers, 
sexual  harassment,  and  vendor  standards  of  conduct. 


iUUUJl 


Shares  of  The  May  Department  Stores  Company  common 
stock  are  listed  and  traded  on  the  New  York  Stock 
Exchange  under  the  symbol  MAY.  The  stock  is  quoted 
as  “MayDS”  in  daily  newspapers. 


Shareowner  Inquiries 


For  assistance  concerning  dividend  payments  and 
shareowner  records,  please  contact  our  transfer  agent 
and  registrar,  The  Bank  of  New  York: 

Telephone  inquiries: 

(800)  524-4458 

E-mail  inquiries: 

Shareowner-svcs@Email.bankofny.com 
Written  inquiries: 

Shareholder  Relations  Department  -  1 1 E 
P.O.  Box  11258 
Church  Street  Station 
New  York.  N.Y.  10286-1258 

Certificate  transfers  and  address  changes: 

Receive  and  Deliver  Department  -  11W 
P.O.  Box  11002 
Church  Street  Station 
New  York,  N.Y.  10286-1002 

Security  analysts,  investment  professionals, 
and  shareowners  may  direct  their  inquiries  to: 

Mr.  Jan  R.  Kniffen 

Senior  Vice  President  and  Treasurer 

The  May  Department  Stores  Company 

61 1  Olive  Street 

St.  Louis,  Mo.  63101-1799 

(314)  342-6413 


Dividend  Reinvestment 


Dividends  on  May  common  stock  may  be  reinvested 
economically  and  conveniently  through  participation  in  the 
Dividend  Reinvestment  Plan.  Participating  shareowners 
may  also  make  optional  cash  purchases  of  May  common 
stock.  Additional  information  may  be  obtained  from  the 
plan  administrator: 

The  Bank  of  New  York 
P.O.  Box  11260 
Church  Street  Station 
New  York,  N.Y.  10277-1260 
(800)  524-4458 


